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PROFESSOR FELLNER 
ON GROWTH AND UNEMPLOYMENT*’ 


I 


This new volume by Professor Fellner translates the crabbed equa- 
tions of dynamic theory and modern trade cycle theory into a cursive 
script. This exercise is valuable not only, or mainly, because it may 
bring these matters within the comprehension of a wider class of 
readers, but also because the expression of propositions in terms of 
familiar institutions and market processes uncovers assumptions im- 
plicit in mathematical formulations. The chief danger in the current 
use of mathematics for economic theory is the adoption of certain 
assumptions because they facilitate a rigorous proof, which is for the 
moment the practitioner’s desideratum; after all, it is argued, the 
assumptions can always be removed later. The trouble is that if a 
neat conclusion results, the mind may be beguiled into dwelling for 
too long in a realm of ideas, which is barren because the initial 
assumptions were inappropriate. 

In the more developed sciences the safeguard against such time- 
wasting is quick restiveness if the formulation of hypotheses does not 
result in the establishment of a relatively simple quantitative law, 
subject to check. If one makes assumptions in regard to functional 
relations and allows oneself a fairly large number of adjustable para- 
meters, it is easy in principle—although no doubt very laborious in 
practice—to reach a quantitative law that fits the known facts. The 
agreement of such a law with the observed data does not make it 
a reliable instrument of prediction, as Professor Fellner explains; 
but we must add that such agreement does not even tend much to 
establish the truth of the functional relations assumed. Professor 
Fellner brings his basic assumptions out into the light of common 
day, considering them against the background of known motives and 
in a wide historical setting; in doing this he follows the precedent 
set by Alfred Marshall when he translated the mathematical theory 
of static equilibrium into the language of the market place. 

* A Comment on WILLIAM FELLNER: Trends and Cycles in Economic Activity. 


An Introduction to Problems of Economic Growth. New York 1956, Henry 
Holt. 425 p., $5.00. 
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Professor Fellner’s volume is quite a treatise. It is very extensive 
both in the treatment of its chosen topics and in scope. In expounding 
a theory he usually gives himself a comfortable amount of space; 
he is lucid, and enhances his lucidity by considering each matter 
from a number of points of view; sometimes he is a little laboured, 
sometimes even repetitive. The volume would probably gain by 
some compression. 

Its scope is large. We open with a full discussion of technical 
methods for separating out cycles and trends and of theories in 
regard to the various types of cycle. There follows a wide historical 
survey of the course of past cycles. We then enter the central section, 
the exposition of various theories of growth and the development of 
his own views. There follows a section on cyclical disturbances, and 
we conclude with a well-balanced discussion of policies. Throughout 
the author exhibits great erudition and good judgement; the text 
has a magisterial quality and one may apply the epithet “‘authori- 
tative’’. Since this is an unsettled and quickly moving subject, there 
are inevitably a great many points in the different sections where 
one would like to take up the argument with him. 

It may be expedient to concentrate attention upon a passage 
(p. 212 ff.) where Professor Fellner propounds certain original views. 
He is concerned with the possible bias of improvements towards 
being labour saving or capital saving (or natural resource saving), 
and infers the possibility of two distinct kinds of unemployment; 
this distinction, if correct, is important and it plays its part in a 
number of subsequent discussions in the book. Unfortunately, in this 
passage the author becomes, contrary to his wont, rather cryptic, 
and I suggest that misunderstanding may be easier here than else- 
where. I should like to confront his views with my own apparatus 
of thought on this topic. 


II 


I have defined a “‘natural”’ rate of growth and a “warranted” rate 
of growth!. The former may also be regarded as an optimum rate; 
it secures full employment (with a free choice between a little more 


1. “An Essay in Dynamic Theory’’, Economic Journal, March 1939, and 
Towards a Dynamic Economics, Chap. 3, London 1948. 
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ON GROWTH AND UNEMPLOYMENT 3 


work-and-output and a little more leisure) and the progressive adap- 
tation of methods of production to the latest findings of technology, 
so as to secure utilization of the cheapest current methods. It must 
be admitted that this natural rate is in one point ambiguous, in that 
nothing is stipulated about the behaviour of the rate of interest; 
I have assumed that in the selections, from time to time, of the 
currently cheapest methods of production, the rate of interest does 
not have great influence. 

The ‘“‘ warranted” rate of growth on the other hand is governed 
by the relation between new investment requirements and saving. 
It is conceived as a uniform rate. It is analogous to the equilibrium 
of static theory. It is the rate which, if only entrepreneurs as a collec- 
tion proceed upon it, will leave them, on balance, at each point 
satisfied that they have neither produced too much nor too late. 
This notion of a uniform rate implies that the underlying dynamic 
conditions (rate of accrual of new improvements, rate of increase of 
working population, rate of saving) do not change, just as the equi- 
librium of statics implies that tastes, productive resources, etc. do 
not change. Changes in fundamental conditions will, as and when 
they occur—and in practice they are occurring all the time—, alter 
the values of both the natural rate and the warranted rate. 

My central position is that if the warranted rate is higher than 
the natural rate—and it might well remain higher for substantial 
periods of time while the values of both changed up or down together 
or at variance—there will be a chronic tendency to unemployment. 
If on the other hand the warranted rate is below the natural rate 
there will be a chronic tendency to boom and inflationary pressure. 
The excess of the warranted rate over the natural rate would be the 
proper condition for the downward phase of a Kondratieff cycle; 
and conversely. There is nothing in my theory, however, which 
suggests that these phases must follow each other with any regularity. 
But it does require that there should also be shorter cycles. If the 
warranted rate is below the natural rate, the economy keeps hitting 
the ceiling of full employment; the following down-turn may well 
be short-lived. If the warranted rate is above the natural rate, de- 
pression will prevail and booms be weak. 

It looks very much as if we have been in an upward phase of 
Kondratieff since 1939. The upsurge was clearly due to the war; 
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whether the buoyant tendency ever since 1945 is due to its aftermath 
and, if so, for how long it will continue, remain to be seen. 

Now let us consider the effect of improvements that are biased 
towards capital (labour-saving). The effect of the bias is to reduce 
the warranted rate below the level it would have in the absence of 
such bias. This may be explained as follows. For steady growth to 
be maintained, it has to be sufficient to mop up the savings that are 
occurring. If some of the saving is mopped up in the installation of 
capital-biased equipment, as and when industrial equipment suc- 
cessively falls due for renewal, there will be less saving left over to 
be mopped up by mere growth as such. The warranted rate of 
growth is that rate which suffices to mop up the savings available 
for growth as such. If the amount of savings thus available is reduced, 
the warranted rate is reduced in proportion. Therefore the con- 
tinuing accrual (and exploitation) of capital-biased improvements 
reduces the warranted rate. 

An excess of the warranted over the natural rate produces de- 
pression and stagnation for the following reason. If the actual rate 
is below the warranted rate, saving will not be mopped up and the 
economy will move into the vicious circle of depression; if the natural 
rate is below the warranted rate, the actual rate, which cannot, year 
in, year out, be above the natural rate, will be for most of the time 
below the warranted rate; therefore for most of the time the economy 
will be tending to run into depression. Capital-biased inventions, by 
reducing the warranted rate towards or to the natural rate may save 
the economy from this predicament. 

In the growth equations that I have formulated? and in those, 
in some respects of similar character, formulated by Professor 
J. R.Hicks*, capital-biased improvement should normally give rise 
to ‘‘autonomous”’ investment, if one is working in net terms. In- 
duced investment is that required by a growth of output. When 
capital equipment is successively replaced, capital-biased improve- 
ments will entail that amortization funds are not sufficient for sub- 
stituting the new for the old; thus the extra capital required for the 
more elaborate equipment will constitute a draft on net saving. In 
fine capital-biased invention would make some draft on net saving, 


2. Op. cit. 
3. J.R. Hicks, A Contribution to the Theory of the Trade Cycle, Chap. 6, Oxford.1950. 
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ON GROWTH AND UNEMPLOYMENT 5 


even in a phase of the cycle in which no overall growth was occurring. 
The amount of autonomous investment to which capital-biased in- 
ventions will give rise will vary with the phases of the trade cycle, 
since the amount of replacement so varies. 

I judge that Professor Fellner is wrong to designate as “largely 
arbitrary” the distinction between autonomous and induced invest- 
ment (p. 319). This suggests that the boundary line depends on 
convention, or a free choice of the investigator. The line varies ac- 
cording to the period under consideration. In this it is in exactly 
the same condition as Marshall’s distinction between prime and 
supplementary costs—it is basically the same distinction considered 
from a different point of view. The position of the boundary line 
between prime and supplementary costs varies according to whether 
one is considering short, long, or medium, etc. periods; that does 
not render the distinction “‘arbitrary”’. 

If with neutral improvements warranted growth would have the 
same value as natural growth, then capital-biased improvements 
will depress warranted growth below natural growth and thus tend 
to engender chronic inflation (an upward Kondratieff phase). This 
is a condition in which saving suffices, but no more than suffices, 
to sustain growth at its natural rate (with neutral improvements). 
Consequently there is no spare saving for capital-biased improve- 
ments. But if these improvements are such as obviously ought to be 
made, because, when it comes to replacement it is obvious that they 
will cheapen production (or because, for instance, it may be obvi- 
ously better in Britain to use some nuclear energy in substitution 
for coal), then there will not be enough saving left over also to sustain 
overall growth at its natural rate. In such circumstances Professor 
Fellner thinks that there will be a tendency for unemployment to 
occur because “there does not exist enough capital to make for full 
employment”’ (p. 213). The quoted phrase immediately suggests 
backward economies, and I will come to them presently. 

This is one of Professor Fellner’s types of unemployment; if it 
exists it is clearly different in kind from the unemployment due to 
a plethora of saving in relation to investment opportunities, which 
is his other type. In regard to the latter we are in agreement. My 
view that unemployment is endemic when the warranted rate is 
above the natural rate is simply a dynamized version of the Keynesian 
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(static) theory of unemployment due to over-saving. Fellner’s other 
type we may call undersaving unemployment. 


III 


I confess that I am very doubtful whether his second type rests on 
a correct diagnosis in relation to mature economies. In the condition 
envisaged by Fellner we have a warranted rate below the natural 
rate; when we subtract from all saving that saving required to look 
after capital-biased inventions we have not enough to maintain a 
rate of growth as great as the natural rate. I submit that so long as 
these basic conditions hold there will be a tendency to over-full 
employment, not to unemployment. We shall be in an upward 
Kondratieff phase. There is clearly here a straight issue, indeed a 
head-on opposition between us. 

In my earlier work‘ on this subject my analysis of growth was 
fully integrated with that of the cycle. This in itself may have given 
rise to confusion; I have only set forth an outline of theory, always 
deliberately eschewing the construction of models with adjustable 
parameters. Whatever may be said in criticism of my theory, I am 
confident that the integration of growth theory with cycle theory is 
a virtue, and that Professor Fellner’s thought suffers from his sepa- 
ration of growth analysis from cycle analysis. 

The phenomena resulting from a trend situation of the kind just 
described, viz. insufficient saving both for natural growth and for 
capital biased improvements, will present themselves to the general 
run of entrepreneurs in precisely the same light as the phenomena 
occurring in any upward phase of a trade cycle. The two sets of 
phenomena will have similar features in respect to available re- 
sources, productive requirements, price trend and the prospect of 
profits so far as the eye can reach. The individual entrepreneur will 
not be able to discriminate between those favourable situations whose 
basic cause is cyclical only and those arising from a long-run dynamic 
situation, since these two types of favourable situation have the same 
external appearance; indeed the economic investigator, if asked to 
discriminate, cannot, despite all the collateral information at his 
disposal, do much more in the present state of our science than make 

4. Op. cit. 
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ON GROWTH AND UNEMPLOYMENT 7 


an inspired guess. The existing (1956) situation is a case in point. 
Nor is it at present clear that a different policy reaction would be 
rationally required, even if the causes of the favourable situation 
were known; presumably if the entrepreneurs understood that the 
causes lay in lasting conditions they would be more, rather than 
less, disposed to expand output than if they supposed them to be 
manifestations of a short-lived cycle only. If that is so, a long-run 
under-saving situation should set up an expansive tendency. 

It must be understood that if entrepreneurs take an actual line 
of advance above the warranted rate, they will, on balance, be more 
than satisfied, for the time being, with the results. Such a course of 
advance is not in dynamic equilibrium, because it is attended with 
inflationary pressures—shortages, delayed deliveries, upward price 
trend. Yet such a course may be maintained for some time. If some- 
how the full employment ceiling can be reached without a violent 
shock leading to cumulative depression, then it may be possible to 
bump along this ceiling at the natural rate of growth, which is by 
definition above the warranted rate. If one is bumped down into 
a depression, this is likely to be relatively short-lived. 

We have to face Professor Fellner’s proposition that in this situ- 
ation ‘‘there is not enough capital”. If the economy is to advance 
along its natural growth line and to incorporate capital-biased im- 
provements, for which together by definition there is not enough 
saving, where does the capital come from? What fills the gap be- 
tween the demand and supply of capital? The answer is twofold: 
(1) To the extent that delivery delays develop, the economy goes 
forward without quite as much realised investment as it needs; it 
makes do. (2) Normal savings are supplemented by inflation profits. 


IV 


Professor Fellner makes an important distinction between capital- 
biased improvements that are strong enough to raise the productivity 
of both capital and labour, the former in greater degree, and weaker 
improvements, which, while raising the productivity of capital, 
actually reduce the productivity of labour. If in these circumstances 
there was an effective resistance to any reduction of real wages, this 
might cause the unemployment of marginal labour. This is one 
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effect, in the conditions envisaged, of there not being “enough 
capital” to maintain full employment. 

Even weak capital-biased improvements would not reduce the 
productivity of labour, if enough new capital were forthcoming at the 
same time. Ifthe rate of interest (and the return on industrial capital) 
were held constant, by whatever method, there would be a sufficient 
substitution of capital for labour in the productive processes to leave 
the ratio of productivity of capital to productivity of labour where 
it had been prior to the capital-biased improvements. If this were 
done the weak capital-biased improvements would require more 
extra capital to accompany them, than they would if the interest 
rate was allowed to rise, perhaps under the influence of market 
forces, or made to rise by the authorities with a view to preventing 
inflation. 

Thus if in these circumstances the rate of interest was held down 
(or was not made to rise), and if, in consequence, more new capital 
had to be found than if the interest rate was allowed or made to 
rise, then the inflationary gap would be pro tanto larger; it would be 
filled in the two ways mentioned above. (Frustration of capital re- 
quirements by delayed delivery and inflation profits.) 

The policy of holding down the interest rate (or not compelling 
it to rise) would not prevent real wages suffering. Although this 
would sustain the productivity of labour compared with that of 
capital, all rewards, including labour rewards, would be subject to 
a greater inflationary squeeze, since the inflationary gap would be 
greater. What labour gained on the swings, it would lose (in the 
short period) on the roundabouts. 

If the inflationary pressure caused rising prices, and if labour 
reacted very promptly in striving to maintain its real rewards, the 
economy would become involved in a sharp inflationary spiral. This 
would probably induce the authorities to apply the corrective of a 
disinflationary policy more rapidly. And so the economy would 
become involved in the unemployment which Professor Fellner 
postulates. 

It cannot be denied that a flow of weak capital-biased inventions 
would in the circumstances either cause a depression of real wages 
or unemployment. My argument has been that in a mature economy 
capital-biased improvements are more likely to cause a continuing 
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ON GROWTH AND UNEMPLOYMENT 9 


pressure on real wages through recurrent inflationary booms than 
to cause unemployment®. It must be added that Professor Fellner 
takes the optimistic view that capital-biased improvements are 
generally likely to be strong enough to raise the productivity of 
labour as well as that of capital. 


Vv 


We may next consider the case of a less mature economy. There is 
no doubt that in his diagnosis Keynes made light of the question 
of the availability of disposable capital for expansion projects. If the 
scene was set for capital outlay, in the sense that the enterprise was 
available, the know-how was available, and good profit was, humanly 
speaking, well assured, the capital outlay was not likely (in a mature 
economy) to be held back by the mere lack of funds. Credit was likely 
to be forthcoming. Even if the banks were austere, there would be 


‘other methods—private finance or commercial credits—by which 


sufficient funds would be found. Keynes minimized the net amount 
of increase of credit (which incidentally need not be bank credit) 
that is required for additional investment. He maintained in his 
controversy with Ohlin® that the net addition to credit required in 
relation to an additional capital outlay is only equal to the amount 
of cash held at any one time against the transactions involved in the 
additional outlay. Monies paid out during the course of the capital 
outlay pass back immediately into the general system and become 
available for fresh borrowing (including continuing borrowing for 
the project itself). Thus the additional net credit required for the 
outlay would only be that amount of liquid value not actually laid 
out. It has been thought that Keynes was too insouciant in regard 
to the availability of funds for investment projects. Obviously this 
matter has to be taken a little more seriously in the case of an 
immature economy. Is not Fellner’s “lack of capital” a real obstacle 
to investment projects there, however favourable the profit pros- 
pects? 


5. Sup. p. 18-19. 
6. “Alternative Theories of the Rate of Interest’’, Economic Journal, June 1937, 
and “The Ex-ante Theory of the Rate of Interest”, Economic Journal, December 
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It has been widely held that the Keynesian recipe for unemploy- 
ment is not applicable to under-developed countries. His views may ° 
be stated in broad outline as follows. If there is already full employ- 
ment, additional capital outlay will cause inflation; the funds re- 
quired will come in through inflated profit. But if there is initially 
unemployment additional capital outlay will stimulate employment, 
with only a moderate price rise, if any; the saving needed to finance 
the outlay will be made by the newly employed income earners of 
all sorts and by those whose incomes are enhanced by the new 
activities, with only a moderate contribution, if any, from inflated 
profits. 

Why then should the Keynes remedy not be applicable to those 
backward areas where a marked amount of under-employment is 
present? Even there it is not impossible to manufacture credit. 
A printing press might be appropriate. 

When we consider the shortage of capital in relation to investment 
projects in under-developed economies, we must never forget the 
other great obstacles to development—the lack of enterprise, the 
lack of know-how, and, in some cases, the presence of corruption. 
If only we could think away those great forces inhibiting progress, 
might we not be led to take an altogether more optimistic view about 
the possibility of overcoming mere capital shortage on Keynesian 
lines? Even in these favourable conditions, however, certain objec- 
tions must be faced. 

The first objection is that, even if the unemployed (which we 
assume to exist) were brought into work by the multiplier principle, 
their earnings might be so low that they would save nothing; in 
that case the whole finance for the capital outlay would have to 
come from inflation after all, as in the case of a mature country 
where there was initially full employment. Even so there might be 
a net gain, since those previously unemployed would be producing 
something. 

There is a more serious objection. It may be that in many cases 
the initially unemployed are not thus circumstanced because there 
is insufficient demand for their potential output, but because there 
is literally nothing they can produce. The exploitation of natural 
resources (with existing capital) may have reached the margin of 
no returns. In that case the extra capital outlay would have no 
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ON GROWTH AND UNEMPLOYMENT II 


multiplier effect on employment, despite the initial unemploy- 
ment. 

Finally, the whole or most of the excess demand due to the capital 
outlay might spill over into an adverse external balance. 

Despite all these difficulties, the Keynesian approach to under- 
developed territories should not be rejected out of hand. The lack 
of production potential of those out of work should not be exagger- 
ated. For instance, with better prices some marginal agricultural 
produce might become worth while. Other countries also have their 
balance of payments difficulties. 

In conclusion I remain doubtful if there is any analogy between 
the causes of unemployment through shortage of capital and total 
lack of natural resources which may prevail in under-developed 
areas and the causes of any form of unemployment prevailing in 
mature countries. 


VI 


An unhappy paradox is involved in the under-saving situation. 
While an upward trend of prices is likely to occur in mature eco- 
nomies in consequence of the efforts of enterprising people to push 
ahead and make additional outlays in the quest of profit, a régime 
of falling prices would be more helpful. Britain had the benefit of 
this in the nineteenth century. When prices are falling the normal 
operation of depreciation allowances suffices to provide firms with 
funds to enlarge the (real) value of their capital equipment without 
making any draft either upon their own profits set aside to reserve 
or upon the outside market’. Thus illicit savings occur to supplement 
normal savings, which are by definition short. Among the many ill 
consequences of the devaluations of European currencies in 1949 
must be noted their effect of depleting the real value of amortization 
funds and thus compelling companies to use their reserves or to come 
into the market in order merely to finance their normal replace- 
ments. This exacerbated the inflationary pressures then prevailing in 
Europe. 

In underdeveloped countries depreciation funds may not be of 
great quantitative importance. But every little helps! While it is 

7. Cp. my Towards a Dynamic Economics, op. cit., p. 32-33. 











I2 R. F. HARROD: PROFESSOR FELLNER 


desirable to push investment forward actively, this should be com- 
bined with the aim of having falling prices, to the extent that this 
is possible, e.g. by foreign exchange policy. 


VII 


We must next turn to labour-biased improvements. These would 
be wholly salutary in a country in which the warranted rate was 
below the natural rate, i.e. in one suffering from endemic inflationary 
pressure, or a short supply of capital. When the warranted rate is 
above the natural rate, labour-biased improvements are unhelpful. 
This is the case, which has now become classic, of the tendency to 
“stagnation”’. I am accordingly in agreement with Professor Fellner 
when he holds that these improvements may cause the marginal 
yield of capital to fall in a way “unsuitable for sustaining the growth 
process”’ (p. 213). 

Those taking a gloomy view about stagnation, which for the time 
being has not been verified by post-war experience, have recom- 
mended deficit financing as an appropriate remedy. About this 
Professor Fellner strikes one as quite irrationally pessimistic in re- 
lation to the survival of private enterprise (p. 363). We may agree 
that government investment on a large scale would be injurious to 
its functioning. But deficit financing need not involve capital for- 
mation by the government. Professor Fellner considers the alterna- 
tive of “consumer subsidies (large deficit financed transfer pay- 
ments)” and he does not care for it. But why is this the only alterna- 
tive? Why should not part of the ordinary expenditure of the 
government, viz. for defence, etc., be financed by the deficit? 

Let us suppose that fundamental conditions are such as to engender 
stagnation. Let us suppose that everything is done to encourage in- 
vestment: ultra cheap money, a tax system structurally geared to 
encourage investment (including depreciation allowances at option- 
al rates), restraint of monopoly, special facilities for small businesses, 
for research, the best possible provision of public services, etc. None 
the less it might be tha: owing to the high propensity to save and 
the anti-capital bias of improvements, the warranted rate of growth 
was running above the natural rate and there was a secular tendency 
to stagnation. There is an ultimate limit to the amount of desirable 
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investment, namely when the product of marginal capital goods 
barely suffices to cover their amortization. A situation might well 
arise—why should it not?—in which, if we added together every 
conceivable kind of useful investment, the resultant sum per annum 
was less than the amount that individuals wished to set aside from 
their incomes as provision for the future. The desire by the individual 
to accumulate a capital of his own is a natural one, and one that 
we should wish to encourage in order to foster a healthy sense of 
independence among individuals in their thought, speech and action. 
If on political (as well as economic) grounds we prefer private enter- 
prise to a régime in which all individuals receive salaries or wages 
from the state, because the former makes for liberty, should we not 
prefer still more the democratic diffusion of capitalism in which each 
individual has the added sense of independence that is due to having 
one’s own nest egg of capital to fall back upon? Under the normal 
working of capitalism, the total value that individuals, as a col- 
lection, are able to set aside is equal to the value of the land and 
capital goods that the community requires for its economic purposes. 
But there is no reason in nature why these two sets of values should 
be equal. This capitalist system has already been much diluted in 
most advanced societies by the incidence of wars and the consequent 
growth of national debts, which constitute additional media for 
carrying large quantities of private savings forward. But for wars, 
personally-owned capital in these societies would be much less than 
it is. So long as the capitalists were a narrow oligarchy, this excess 
growth of personal capital might be regarded as of no great ad- 
vantage. But with the democratic diffusion of property ownership, 
which we expect to go much further as the personal incomes of the 
majority continue to rise, the growth of personal capital is to be 
greatly welcomed. 

I suggest that in conditions making for stagnation, there should 
be National Debt Commissioners authorised to work in close 
co-operation with the Central Bank. When a depression threatened 
despite cheap money, the latter should ask for some deficit financing. 
The Commissioners should have marketable government securities, 
carrying a very low or nominal rate of interest, on tap; the excess 
of sales over redemptions could then be carried into the budget as 
a source of revenue usable for normal current purposes, such as 
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defence. Taxation would be reduced accordingly. I suggest that this 
system would lead to a strengthening, not a weakening, of the system 
of private enterprise®. 


VIII 


I do not wish to challenge Professor Fellner’s optimistic view that 
the stagnation situation is not likely to arise. But we should not 
dismiss the idea that our present thinking may be affected by the 
buoyancy experienced since the war; we cannot yet judge whether 
the circumstances have been exceptionally favourable to that. 
I would, however, challenge the implication, contained in Professor 
Fellner’s brief discussion of Russia, that, if things are managed ap- 
propriately, there is always a boundless scope for additional invest- 
ment. He cites, and finds “‘disturbing” (p. 70) the high levels of 
investment and of growth of income recently achieved in Russia. 
The word “disturbing” need not be taken as implying a bias against 
the Russian nation as such, but rather as indicating that the lower 
rates achieved by the United States may be the price of having a 
free régime. May not the high Russian rates be explained much 
more simply? The Russians are a capable people, who have woken 
up to find themselves with much lower levels of national income and 
capital endowment than other civilized societies. This has been no 
doubt due to their having had in the past political and social con- 
ditions inimical to growth. Now they are hurrying to catch up. It 
does not follow that it would be beneficial, either economically or 
in terms of power politics, for the United States to raise her invest- 
ment to a similar fraction of her national income. Professor Fellner 
suggests that a totalitarian government in the United States could 
more than double the present American capital formation, and that 
the economic growth of the United States could be almost doubled 
in consequence (p. 73). But would that really be so? Is it to be 
thought that useful ways could be found for investing an extra 
$70 billion in the United States each year? That might be done for 
a few years by great river valley schemes and road development. 
But could it really be done, year in, year out? Is there any reason 


8. In my Towards a Dynamic Economics I proposed an even more systematic 
method of deficit financing, which geared it to a scheme by which the central 
bank would hold money stable in terms of commodities (p. 161-169). 
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to suppose that modern technology has up its sleeve available for 
immediate use this great mass of capital-biased improvements at 
present not utilized in the United States? 

I seem to remember seeing in the early days of films a man lying 
in bed. He pressed a button, and by means of various contraptions 
food assembled itself in the kitchen, put itself to cook upon a stove, 
and in due course moved on to a tray, which then brought itself 
into the bedroom and placed itself on the man’s bed. All that was 
due to “‘investment’’. But, if the cost of maintaining and periodically 
replacing all the equipment required to perform these operations 
were more than the quarter of an hour a day that it would have 
taken a woman to cook the breakfast and bring it in, the installation 
of this investment would impoverish the economy; its effect upon 
national income would be negative. I doubt if Professor Fellner 
could find ways of immediately investing that extra $70 billion in 
the United States each year without, before long, running into simi- 
lar absurdities. 


Christ Church, R. F. Harrop 
Oxford (United Kingdom ) 


SUMMARY 


Professors Fellner’s book Trends and Cycles in Economic Activity covers a wide field. He 
discusses the statistical techniques for separating trends from cycles, surveys the 
course of past cycles, propounds various theories of growth and develops his own, 
treats of cyclical disturbances and discusses economic policy. He writes with 
erudition and good judgement and his treatise may be regarded as authoritative. 

The reviewer concentrates, for purposes of criticism, on Professor Fellner’s 
theory of unemployment. While accepting the Keynesian analysis of the type of 
unemployment that may arise when saving is excessive, he posits a second kind 
of unemployment due to insufficient saving. The reviewer finds the analysis 
leading to this second kind of unemployment unacceptable, anyhow in relation to 
mature economics. He holds that Professor Fellner’s weakness lies in keeping his 
growth analysis and cycle analysis too much separated. He brings Professor 
Fellner’s thought into relation with his own concepts of “‘warranted’’ and “‘na- 
tural’? growth rates. He concludes that the insufficient saving situation will give 
rise, not, as held by Professor Fellner, to unemployment, but to chronic over-full 
demand and inflation. He allows, however, that under-developed economies may 
sometimes display conditions (marginal product of labour and marginal propen- 
sity to save both nil), which would justify Professor Fellner’s analysis. 


Se 
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The reviewer joins issue with the author in his rejection of deficit financing as 
a method of dealing with a situation tending to stagnation, and also with his view 
that investment in the u.s. might advantageously be stepped up to or beyond the 
Russian level, as a proportion of national income. 


ZUSAMMENFASSUNG 


Professor Fellner iiber Wirtschaftswachstum und Arbeitslosigkeit. Professor Fellners Buch 
Trends and Cycles in Economic Activity beschlagt ein weites Feld. Er erértert die 
statistischen Methoden, mit deren Hilfe Trends von zyklischen Bewegungen ge- 
schieden werden kénnen, — gibt einen historischen Uberblick iiber den Verlauf 
zyklischer Bewegungen, — legt verschiedene Wachstumstheorien dar und ent- 
wickelt seine eigene, — behandelt zyklische Stérungen und diskutiert wirtschafts- 
politische Probleme. Das Buch zeugt von der Belesenheit und guten Urteilskraft 
des Verfassers und kann als autoritativ betrachtet werden. 

Die Kritik des Rezensenten konzentriert sich auf Professor Fellners Theorie 
der Arbeitslosigkeit. Der Autor akzeptiert wohl die Keynessche Analyse jener Art 
von Arbeitslosigkeit, die als Folge von Ubersparen auftreten kann, postuliert 
aber einen zweiten Typus von Arbeitslosigkeit als Folge von Untersparen. Der 
Rezensent findet die Analyse, die zu dieser zweiten Art von Arbeitslosigkeit fiihrt, 
unannehmbar - jedenfalls fiir reife Volkswirtschaften. Professor Fellners schwacher 
Punkt liegt in dem zu starken Auseinanderhalten von Wachstumsanalyse und 
Analyse der zyklischen Bewegungen. Der Rezensent bringt die Gedanken des 
Autors in Beziehung zu seinen eigenen Begriffen, der « befriedigenden» (warran- 
ted) und der « natiirlichen » Wachstumsrate, und kommt zum Schluss, dass Unter- 
sparen — entgegen der Auffassung von Professor Fellner — nicht zu Arbeitslosigkeit, 
sondern zu einem chronischen Nachfrageiiberschuss und zur Inflation fiihrt. Aller- 
dings raumt er ein, dass in unterentwickelten Volkswirtschaften bisweilen Be- 
dingungen vorliegen kénnen (Grenzprodukt der Arbeit und Grenzneigung zum 
Sparen gleich null), welche Professor Fellners Analyse rechtfertigen wiirden. 

Professor Fellner lehnt fiir eine zur Stagnation neigende Volkswirtschaft das 
Mittel des staatlichen «deficit financing» ab; er vertritt ferner die Auffassung, 
dass das Verhaltnis von Investition zu Volkseinkommen in den usA mit Vorteil 
auf das Niveau der Sowjetunion oder dariiber hinaus gesteigert werden kénnte. 
In beiden Punkten ist der Rezensent anderer Ansicht. 


RESUME 


La croissance économique et le chémage dans le nouvel ouvrage du Professeur Fellner. L’ouvrage 
du Professeur Fellner intitulé Trends and Cycles in Economic Activity concerne un 
vaste domaine. L’auteur y examine les techniques statistiques, 4 l’aide desquelles 
les « trends» (tendances générales) peuvent étre séparés des mouvements cycliques, 
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donne un apergcu historique de l’évolution desdits mouvements cycliques, expose 
différentes théories de la croissance et développe la sienne propre, traite des per- 
turbations cycliques et discute des problémes de politique économique. Ce livre 
témoigne de l’érudition et du grand discernement de |’auteur et peut étre considéré 
comme faisant autorité en la matiére. 

La critique du présentateur se concentre sur la théorie du Professeur Fellner 
relative au ch6mage. Tout en acceptant l’analyse keynesienne du type de ch6mage 
qui peut provenir de |’excés d’épargne, il affirme l’existence d’une seconde caté- 
gorie de chémage consécutif 4 l’insuffisance d’épargne. Le rapporteur ne peut 
accepter l’analyse de ce second type de chémage, en tout cas pour les économies 
évoluées. Selon lui, le défaut de la théorie du Professeur Fellner réside en ce qu’ elle 
sépare de facon trop absolue l’analyse de la croissance de celle des mouvements 
cycliques. Il établit un paralléle entre la pensée du Professeur Fellner et ses propres 
conceptions du taux de croissance «satisfaisant » (warranted) et du taux «naturel » 
et arrive 4 la conclusion que l’insuffisance d’épargne, contrairement a l’opinion 
du Professeur Fellner, n’entraine pas le ch6mage mais un excédent chronique de 
la demande et l’inflation. Il concéde cependant que les économies sous-développées 
peuvent parfois présenter des conditions (produit marginal du travail et pro- 
pension marginale a épargner égales 4 zéro) qui pourraient justifier l’analyse du 
Professeur Fellner. 

Le Professeur Fellner rejette pour une économie tendant a devenir stagnante le 
moyen du «deficit financing» de l’Etat; il est aussi d’avis que le rapport des in- 
vestissements au revenu national aux Etats-Unis pourrait étre porté avantageuse- 
ment au niveau de celui de l’Union soviétique et méme au-dela. Sur ces deux 
points, le présentateur ne partage pas les vues de l’auteur. 








THE THEORY OF THE BALANCE 
OF PAYMENTS AND THE PROBLEM OF A 
COMMON EUROPEAN CURRENCY 


A common Western European currency is generally believed to be 
an important condition, and its absence an important obstacle in the 
way of Western European economic integration. The reasons for this 
are obvious and well known. If the creation of an all-European 
market is to have its full beneficial effects on the Western European 
economy, it must modify the nature, scale, and geographical distri- 
bution of Europe’s manufacturing equipment; and it can do this only 
by influencing the investment decisions of private business. These 
decisions, however, being long-run decisions, will only be influenced 
if those making them are given full assurance that a free all-European 
market is not only established but here to stay, and that intra- 
European economic relations will no more, or not for a long time be 
disturbed and disrupted by trade restriction, exchange control, or 
exchange-rate revision. The fulfilment of these conditions amounts, 
in effect, to the establishment of a common currency; furthermore, 
in view of the checkered history of European exchange relations, 
I doubt if anything short of the formal introduction of acommon cur- 
rency would be regarded as adequate guarantee that these conditions 
will be fulfilled. 

Trade restriction, exchange control, and exchange-rate revision, 
however, are all weapons for fighting balance-of-payments diffi- 
culties; and if they are to be removed from the policy maker’s 
arsenal, other means must be found to maintain and restore balance- 
of-payments equilibrium. There is, of course, yet another tool of 
foreign-trade policy that could be used for this purpose: classical 
monetary policy, governed by the flow of gold and aimed at the 
preservation of gold reserves. This, however, has been more or less 
ruled out by the emergence of those new and more important aims 
of monetary policy—full employment and domestic stability—which 
happen as often as not to conflict with the aim of external equilibrium. 
It appears therefore that the condition of a common currency is the 
presence of market forces able automatically and without the aid of 
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deliberate economic policy to obviate balance-of-payments diffi- 
culties. 

One would hardly suspect the existence of such forces from the 
history of international economic relations, which is a history, 
largely, of balance-of-payments difficulties. That they exist never- 
theless is attested, however, by the fact that balance-of-payments 
difficulties never or hardly ever arise among regions of the same 
country, although no conscious policy is aimed at maintaining in 
equilibrium the balance of interregional payments. This contrast 
between interregional and international trade is due to political and 
economic institutions and mental attitudes present in the one, absent 
in the other case, and responsible for the existence and functioning 
of these automatic equilibrating forces. What is the nature of these 
institutions and attitudes, how could they be established or how 
likely are they to evolve in Western Europe, these are the questions I 
hope ultimately to deal with in this paper. At first, however, we must 
identify and analyze the equilibrating forces themselves; and this 
will be a lengthy task, because the theory of international and inter- 
regional trade, while providing many partial explanations, has never 
assembled these into a complete theory of the balance of payments. 
We shall start out therefore with an attempt to construct such a 
theory. 


THE THEORY OF THE BALANCE OF PAYMENTS 
In searching for the market forces that tend toward balance-of- 
payments equilibrium, it is natural to begin with a survey of the 


accepted theories. There are two of these: the classical theory and 
the modern or income theory of the balance of payments. 


The Classical Theory 


Everybody is familiar with the classical theory. This is a dynamic 
equilibrium theory; dynamic, because it deals with a process of 
adjustment over time; equilibrium, because it asserts the existence 
of a tendency toward balance-of-payments equilibrium. Its earliest 
formulation is David Hume’s, who argued that a flow of specie from 
one country to another will lower prices in the first, raise them in the 
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second, and that this divergent movement in the two countries’ price 
levels will continue until balance-of-payments equilibrium is rees- 
tablished and specie ceases to flow. It is customary now-a-days to 
regard this as a crude mechanistic formulation of a theory, which in 
its later and more sophisticated versions calls attention to such inter- 
mediate steps as changes in the monetary policies of central banks 
prompted by the flow of gold. 

Let us begin, however, by taking Hume’s explanation literally. 
An outflow or inflow of specie changes the stock of money; and if 
this is to change prices, it must affect expenditures. Now it is generally 
believed that a change in the accumulated wealth holdings of a com- 
munity will change its expenditures (this is known as the Pigou 
effect) ; and holdings of money are part of the community’s holdings 
of wealth. In Hume’s day, England was a relatively undeveloped 
economy, where credit instruments were few, the capital market 
almost non-existent, and money the main ifnot the only form inwhich 
wealth could be held in the capitalist sector of the economy. At the 
time, therefore, a change in the quantity of money must have meant 
an almost proportional change in the public’s holdings of wealth 
(other than landed wealth) and may thus have had quite a large 
influence on its propensity to consume out of given incomes. In other 
words, it is quite possible that in Hume’s time the quantity theory of 
money, and the theory of the balance of payments based on the 
quantity theory of money, should have been more or less valid in the 
simple way in which Hume put it and without invoking assistance 
from the monetary authorities. 

In the meantime, there has been, in the Western countries, a 
great accumulation of wealth, most of which is held in forms other 
than specie. This implies that a given percentage change in a 
country’s stock of monetary reserves now represents a very much 
smaller percentage change in its inhabitants’ accumulated stock of 
wealth and is likely therefore to have a very much smaller impact on 
their propensity to spend. Indeed, this impact is generally held to be 
negligible in advanced economies; and later restatements of Hume’s 
theory have stressed therefore the role of monetary policy. The flow 
of gold does not change price levels automatically but causes the two 
countries’ monetary authorities to change their policies. It is they 
who, in an effort to stop the gold flow, engage in policies of contrac- 
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tion and expansion respectively and thus cause the price changes that 
reestablish balance-of-payments equilibrium. A further refinement 
of the theory showed that the influence of monetary policy on the 
balance of payments may be exerted through its effect not only on 
prices but also on levels of income and economic activity. Some 
writers have also argued that during the decades before World War1 
the effectiveness of monetary policy in maintaining balance-of- 
payments equilibrium has been due to the effect of bank rates on the 
international flow of speculative short-term capital no less than to 
their effect on price, income and activity levels. 

Today, this entire body of theory is all but relegated to the history 
of economic doctrine, not because it ceased to be true, but because 
we have realized, and, what is more important, the monetary 
authorities have realized, that they have also other and more im- 
portant business to attend to than to watch and stop gold flows. They 
have assumed responsibility for maintaining domestic employment 
and price stability; and when the requirements of this task conflict, 
as they often do, with those of protecting gold reserves, they usually 
take precedence and other means are found for dealing with the gold 
and foreign-exchange problem. 

We must beware, however, of throwing the classical theory out 
altogether. Its mechanism, if limited, is still effective, at least in inter- 
regional relations. The flow of funds from one region to another 
affects the reserve ratios of banks that operate in only one and not 
both of the regions and causes these banks to contract and expand 
credit respectively. The influence of this on the balance of inter- 
regional payments is similar to that of classical monetary policy on 
the balance of international payments but much more limited. It is 
more limited, first of all, because the leverage of commercial-bank 
expansion and contraction is much smaller than that of central-bank 
expansion and contraction; and secondly, because the credit policy 
of commercial banks is partly under central-bank direction and only 
partly governed by their own reserve position. Furthermore, no such 
regional expansion or contraction can occur in a country all of whose 
banks operate on a national scale, with regional branches that serve 
merely as collecting stations for deposits and loan applications. 
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The Income Theory 


The modern or income theory has been developed by the Swedish 
school of economists and by Keynes’ followers; but its origins can be 
traced back to an 1819 paper of Wheatley’s, and probably earlier 
still, to Ricardo’. This theory lays stress on the primary cause of the 
balance-of-payments disturbance and on the way in which this 
affects incomes and via incomes the balance of trade. It too is a 
dynamic theory, concerned with the process of change; but it is not 
an equilibrium theory, because it does not assert that full balance-of- 
payments equilibrium will be restored. A change by 4X in the 
outside world’s demand for a country’s exports changes the latter’s 


national income by ; 


oF aE 


AX, 

where mps is the country’s marginal propensity to spend on do- 
mestically produced goods; and this change in income changes in 
its turn the country’s imports by 





sid eee Le 
AM =mpiAY= an AX, 
where mpi is its marginal propensity to spend on imported goods. 
It is obvious that 4M, the change in imports, would equal 4X, 
the change in exports, and thus reestablish the original balance of 
payments situation only if 


mpi+mps=1; for only then would err =], 

There is no special reason, however, to expect this condition to be 
fulfilled, and no reason therefore to expect income effects completely 
to maintain or restore balance-of-payments equilibrium. Most writers 
on the subject assume, and feel justified in assuming, that 


mpi+tmps <1, 


the so-called stability condition, holds true. It is on this assumption 
that the theory received its final and most rigorous formulation by 


1. Cf. Jacos Viner, Studies in the Theory of International Trade, Harpers, New 
York 1937, Chap. vt. 
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Lange for the 2-country, and Metzler for the general n-country case, 
both of whom stressed that the income effects of a change in the 
balance of payments always tend towards, but never restore com- 
pletely, the initial balance-of-payments situation?. 

More recently Meade has shown that taking into account price 
effects and the effect of changed relative incomes on the international 
flow of capital leads to some modifications but no change in the basic 
conclusion that there is no automatic tendency towards full balance- 
of-payments equilibrium’. 

This conclusion applies even more strongly to a country that 
pursues an economic policy aimed at domestic employment and 
price stability ; for such a policy dampens the effect on incomes, and 
hence the income-effect on imports, of a change in exports. We can 
conclude therefore that income (and price) effects explain why 
certain shocks—changes in tastes, capital transfers, etc.—have a 
much smaller effect on the balance of payments than one would 
expect if one took only their impact effects into account; but they do 
not make for a constant tendency towards balance-of-payments 
equilibrium. 

Let us also recall that it is not disequilibrium but a change in the 
balance of payments (or rather a change in conditions which causes 
a change in the balance of payments) that has income effects; and 
this change need not be a change away from an initial situation of 
balance-of-payments equilibrium. This is well expressed in Bronfen- 
brenner’s well-known formula‘, which shows that the condition of 
Keynesian employment and income equilibrium in an open econo- 
my is 

I—-S=M-X, 


where / stands for domestic investment, S for domestic saving, M for 
imports and_X for exports. If its two sides are different from zero, this 


2. Cf. O. LANGE, “On the Theory of the Multiplier’’, Econometrica, Vol. (1943), 
p. 227-245; and L. Metzter, “‘A Multiple-Region Theory of Income and Trade’’, 
Econometrica, Vol. 18 (1950), p. 329-354. 

3. Cf. J.E. MEADE, The Balance of Payments, Oxford University Press, London 
1951, Part 1. 

4. Cf. M. BRONFENBRENNER, ‘““The Keynesian Equations and the Balance of 
Payments”, Review of Economic Studies, Vol. vut (1940), p. 180-184. 
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equation depicts a situation of balance-of-payments disequilibrium 
that at the same time is one of income and employment equilibrium; 
and in such a situation no income effects can arise that would lessen 
or eliminate the balance-of-payments disequilibrium. If we believe 
therefore in the existence of a tendency towards full balance-of- 
payments equilibrium in, say, interregional economic relations, we 
must look for further equilibrating factors somewhere else. 


The Role of the Capital Market 


Let us have another and closer look at a situation of employment 
equilibrium in an open economy; and to fix our ideas let us consider 
the situation where domestic investment exceeds domestic saving and 
imports exceed exports by equal amounts. The equality between the 
excess investment and the import surplus is the condition of employ- 
ment equilibrium; but what are the implications of such a situation 
for the capital market? Before the appearance of Keynes’ General 
Theory, one would have argued that the excess of investment over 
saving must lead to a rise in interest rates; and indeed Hawtrey, in 
his 1932 book on The Art of Central Banking, explains the re-establish- 
ment of balance-of-payments equilibrium in these very terms®. 
Today, however, we think of the rate of interest as being deter- 
mined in the market where the accumulated stock of loanable funds 
is allocated between the accumulated stock of securities and the stock 
of money. It is true that current saving and investment add, one to 
the stock of loanable funds, the other to the stock of securities, and 
could thus be expected to influence the interest rate at least gradually ; 
but this is usually ignored in the Keynesian analysis of the closed 
economy both in the liquidity preference theory and in its equivalent 
or near equivalent, the loanable funds theory of the rate of interest. 
For this there are two very good reasons. First of all, in the short 
run, current saving and current investment make small additions to 
the stock of loanable funds and the stock of securities already accumu- 
lated and can be neglected for that reason. A second and more 
important reason, though one seldom stressed, is that, in a closed 
economy, the level of income tends to equate saving and investment 


5. Cf.R.G.Hawtrey, The Art of Central Banking, Longmans, London 1932, 
Chap. Iv. 
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and thus to equate current additions to the stock of loanable funds 
with current additions to the stock of securities. An increase in the 
stock of loanable funds tends to depress interest rates, an increase in 
the stock of securities tends to raise them; and while we would not 
expect the effects of equal increases in these two stocks to cancel each 
other exactly, itis reasonable to expect them to cancel approximately. 
In a closed system therefore it is quite legitimate to ignore the current 
flow of savings and investment both in the short and in the not-so- 
short run when we discuss the determinants of the market rate of 
interest. 

The same is not true in an open economy. There, current invest- 
ment need not equal current saving; and accordingly, the stock of 
securities, and the stock of accumulated savings out of which people 
buy securities, may grow at different rates. In our example the stock 
of securities grows faster than the stock of accumulated savings; and 
under such circumstances it is reasonable to expect a gradual but 
cumulative fall in security prices and rise in security yields, which 
will continue as long as investment exceeds saving®. 

This gradual but cumulative rise of security yields in the region 
with excess investment and an import surplus is matched, of course, 
by a gradual and cumulative fall in security yields in some other 
region or regions with excess saving and an export surplus. These 
changes in yields or interest rates tend to restore balance-of-payments 
equilibrium and they cease when balance-of-payments equilibrium 
has been restored. Thus, they are a true equilibrating factor. It must 
be stressed, however, that the effect of unequal rates of saving and 
investment on market rates of interest is a slow and gradual! process, 
which may be temporarily obscured—offset or exaggerated—by 
speculative movements of funds into and out of securities; although, 
being a cumulative process, it is bound to assert itself in the end and 
prevail in the long run, unless deliberately offset by monetary policy. 

6. The argument of this and the following paragraph is based on the theory 
of interest in terms of the accumulated stock of securities and of loanable funds, 
as presented in section 1 of my “A Study of Capital and Interest”’, Economica, N.s. 
Vol. vir (1940), p. 293-317. The argument can also be stated, though not quite so 
well, in terms of the liquidity preference theory of the rate of interest. In these 
terms we can say that an import surplus implies an outflow of money (gold) which 


reduces the quantity of money and will thus raise interest rates if liquidity prefer- 
ence remains unchanged. 
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Again, for monetary policy to offset this influence, it must be different 
in the different areas affected. Hence, monetary policy can offset the 
influence of unequal levels of saving and investment on interest rates 
in international but not in interregional relations. Even in the United 
States, the individual Federal Reserve Banks do not pursue each its 
own monetary policy to fit the requirements of its own Federal 
Reserve District but tend to pursue parallel and uniform monetary 
policies dictated by national considerations. I may also add that the 
following argument, while stated in terms of interest rates, remains 
essentially unchanged when one allows for the fact that the capital 
market rations not only by price but by informal direct rationing 
as well. 

Changes in interest rates (brought about by unequal levels of 
saving and investment) may exert their equilibrating influence on 
the balance of payments in very different ways, depending on circum- 
stances. They may bring about an equilibrating international or 
interregional flow of capital funds; or they may cause investment and 
through it income to change in an equilibrating fashion. The two 
alternatives are likely to be mutually exclusive rather than com- 
plementary; and the first is obviously much more important and 
effective than the second. 

Indeed, equilibrating capital flows among regions of the same 
country are probably the main reason why one never hears of 
balance-of-payments difficulties in interregional relations. Within 
the same country neither legal nor psychological obstacles impede 
interregional flows of capital; and if the capital market is sufficiently 
well organized and integrated to permit and promote such capital 
flows, they will easily respond to, and thus eliminate, regional differ- 
ences in prospective yields’. An integrated capital market may dis- 
criminate among borrowers according to the nature and riskiness of 
their business, the size of their assets, their past financial record, and 
other such factors, but not according to the region where they operate. 
Hence, if in one region the accumulation of loanable funds exceeds 
the accumulation of securities, while in another region the accumu- 
lation of securities exceeds the accumulation of loanable funds, the 


7. Indeed, the best evidence of the complete integration of a capital market 
is the absence of differences in security yields according to the region where the 
firm issuing the security operates. 
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capital market will not correct this situation but instead cause the 
first region’s excess accumulation of loanable funds to be invested 
in the second region’s excess accumulation of securities. In other 
words, an integrated capital market neither encourages nor dis- 
courages investment on a regional basis but merely redistributes 
savings so as to supplement one region’s insufficient savings by trans- 
ferring into it another region’s excess savings. Accordingly, to invest- 
ment in each region is equated that region’s saving plus (minus) the 
net flow of funds into (out of) that region. This flow of capital is an 
autonomous capital flow in the sense that it is brought about by the 
search for the most profitable investment opportunities. Hence, it is 
a true equilibrating factor, which tends to restore and maintain full 
equilibrium in interregional balances of payments. 

The above argument may seem to imply that a well-integrated 
capital market maintains balance-of-payments equilibrium at all 
times among the different regions of a country; but it does not quite 
mean that. To begin with, the capital market does discriminate 
among borrowers on the basis of various considerations; and even if 
regional location is not among these, some of the other considerations 
may be correlated with regional location. For example, if the capital 
market discriminates against mining securities, it also discriminates 
against and raises the cost of investment in mining regions. Secondly, 
the timing of security issues may be very different from the timing 
of the investment activity financed by these issues; and this, too, 
may disturb the equilibrium of the balance of payments. 

These, however, are random factors that may go either way and 
are likely to cancel out in the long run. In addition to them there 
is also a systematic factor, which has to do with the regional or 
national distribution of money, and which is likely to cause funds to 
flow towards regions with the highest levels of investment, employ- 
ment, and rates of expansion, and hence, usually, towards regions 
where investment exceeds savings. For one thing, the public’s demand 
for holding money falls and rises with incomes; and this calls for a 
movement of funds towards the more prosperous areas. For another, 
the prosperous areas attract also immigrants from other regions; and 
immigration is usually accompanied by an inflow of the immigrants’ 
liquid assets. For a third, and this may be the most important factor, 
the business community’s demand for holding money also rises with 
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the level of activity; and every investment in additional productive 
capacity is likely to be accompanied by additional demand for 
holding money. In other words, an entrepreneur’s demand for 
loanable funds connected with his investment in plant, equipment 
and inventories always exceeds the value of this investment by the 
amount of the additional money (circulating capital) he needs for 
operating the new capacity. If this is true of a firm, it is also true of 
a group of firms. It follows therefore that also a region’s demand for 
additional loanable funds exceeds its real investment and exceeds it 
by its need for additional money. 

To fill this demand for additional holdings of money requires no 
real saving; and it is the function of the monetary and banking system 
to cater to this demand by credit expansion. However, if the demand 
for money expands at different rates in different regions of the same 
monetary system, then a transfer of funds from the slow- to the fast- 
expanding region is almost certain to become necessary. We conclude 
therefore that the interregional flow of funds on capital account tends 
not only to offset but rather more than to offset the excess or deficit 
in regional balances of trade. 

The above analysis applies primarily to countries with a_well- 
integrated capital market, such as, for example, the more highly 
developed countries of Western Europe. In the United States, only 
the market for marketable securities is fully integrated, with about 
80 per cent of such securities dealt in on the New York stock and 
curb exchanges; for the rest, only the correspondent banking system 
and the financial intermediaries (federal and private) operating on 
a national scale provide far from perfect channels for the interregional 
flow of capital. Accordingly, there are no regional differences in the 
yield of marketable securities in the United States, and no regional 
differences therefore in the availability of capital to firms large enough 
to issue such securities. Regional differences arise in the stringency 
and terms of credit available to small business and indicate that this 
sector of the United States capital market is imperfectly integrated. 
The complete integration of the securities market, however, seems 
to be sufficient for obviating interregional balance-of-payments diffi- 
culties, at least to judge by the absence of such difficulties in the 
United States and the fact that funds tend, by and large, to move into 
the fastest expanding regions and out of the relatively stagnating ones. 
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On the international plane, the operation of the London capital 
market during the few decades before World War 1 provides perhaps 
the only example of an international flow of capital responsive to 
geographical differences in security yields and able therefore to exert 
an equilibrating influence on the balance of payments. That it did 
in fact exert such an influence is strongly suggested by the successful 
working of the gold standard during this period and the tendency of 
gold to flow into Britain when she was prosperous and out when she 
was depressed $. 

We may add in conclusion that the above argument concerning 
the equilibrating influence of capital flows is the very opposite of 
Ohlin’s argument concerning international capital transfers. He 
argued that a transfer of capital from one country to another auto- 
matically creates (through its income effects) a change in their 
balances of trade that tends to accomplish the transfer; we have just 
argued that an initial change in the balance of trade between two 
countries automatically leads to an international disparity in interest 
rates and thus to an equilibrating flow of capital. 

So far we have been concerned with the equilibrating role of the 
capital market when capital is free to move among regions or nations. 
When capital is not free to move, owing to legal, psychological, or 
other obstacles, the capital market may still exert an equilibrating 
influence on the balance of payments, although in a very different 
way. Excess investment in the import-surplus country or region will 
still raise, and excess saving in the export-surplus country lower, 
market rates of interest; but these changes in interest rates will now 
exert their influence only on and through investment. Investment 
will be restricted in the first, expanded in the second country; and 
it is the influence of these changes in investment on incomes, and 
through incomes on imports, that tends to restore balance-of-pay- 
ments equilibrium. It would seem therefore that even in the absence 
of capital movements there are three factors equilibrating the balance 
of payments: (1) the income effect of the primary change that caused 
the balance-of-payments disturbance, (2) the just-mentioned influ- 
ence of excess investment or excess saving on (long-term) interest 
rates, and thus on investment, income and imports; and (3) classical 


8. Cf. W.E.Beacu, British International Gold Movements and Banking Policy, 
1881-1913, Harvard University Press, Cambridge, Mass., 1935. 
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monetary policy prompted by gold flows and designed to change 
(short-term) interest rates and thus influence investment, income and 
imports. 


The Role of Employment Policy 


Unfortunately, however, none of these three factors is likely to be 
very effective these days, for all of them exert their equilibrating 
influence by changing incomes (and, to a lesser extent, price levels) 
and are bound to be hamstrung therefore by a domestic economic 
policy aimed at keeping incomes (and prices) stable. Accordingly, 
we conclude that in international relations among countries in which 
domestic stability is an important aim of economic policy, the only 
fully effective factor that tends automatically to maintain balance- 
of-payments equilibrium is the international flow of capital prompted 
by international differences in yields. No wonder, then, if balance- 
of-payments difficulties loom so large today, when domestic stability 
is a prime requirement everywhere and international capital move- 
ments are either restricted or governed by political rather than 
economic considerations. 

The situation is very different in interregional relations; and this 
for two reasons. First of all, economic policies aimed at domestic 
stability are concerned primarily with national stability and only to 
a lesser extent with regional stability. Regional differences in em- 
ployment and prosperity levels may be allowed to develop and persist 
when they are due to the changing structure of demand or the 
changing importance of natural and other immobile resources; for, 
in such a case, these differences are regarded as an economic force 
which prompts people to move in accordance with the changing 
importance and geographical distribution of immobile resources. 
The hardship inflicted upon inhabitants of the depressed regions is 
mitigated by their ability to migrate to more prosperous regions; and 
the regional disparities in incomes can fully exert their equilibrating 
influence on the balance of interregional payments. 

The second reason why employment policy does not interfere with 
the tendency towards equilibrium in the balance of interregional 
payments is that when such policy does aim at stabilizing employment 
and incomes region by region, the implementation of this policy 
becomes itself an equilibrating factor. To show that this is so, let us 
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recall that the circumstances that create a regional import surplus 
also tend (directly and indirectly) to lower the region’s income and 
thus its imports. A governmental policy aimed at preventing the fall 
in the region’s income requires a concentration of government spend- 
ing in that region and thus a net inflow of government funds from 
the rest of the country. A regional stabilization policy therefore pre- 
vents the elimination of a region’s import surplus through a reduction 
in its imports but nevertheless relieves its balance-of-payments diffi- 
culties by leading to an inflow of funds on government account. 
Furthermore, if the stability condition mps + mpi<1 is fulfilled for 
the region, the inflow of government funds necessitated by the imple- 
mentation of the stabilization policy is likely to be greater than the 
reduction in imports that this policy prevents, so that balance-of- 
payments equilibrium will be more effectively maintained than it 
would be without the stabilization policy®. 

The equilibrating influence of employment policy on the balance 
of interregional payments is illustrated by the experience of the 
United States. Statistics of the flow of funds among the twelve Federal 
Reserve Districts show a high negative correlation between inter- 
District payments on government account and inter-District pay- 
ments on private account; and this correlation can only be explained 
if the geographical distribution of government expenditures is either 
the main determinant of regional prosperity, or so designed as to 
offset and correct regional differences in prosperity. The first ex- 
planation sometimes is but cannot always be true, whence it follows 
that the second must be a partial explanation too. 

It seems therefore that as far as the balance of interregional pay- 


g. This is so, because the spending within the region of 4G additional govern- 
ment funds will raise the region’s imports over and above what they would have 
been in the absence of the stabilization policy by 


and if the stability condition is fullfilled, then 4M < AG. 

This argument ignores both the complexities introduced by the financing of 
AG and the repercussions of the region’s increased imports on other parts of the 
country; but the conclusion would remain unchanged if these further considera- 
tions were also taken into account. 
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ments in the United States is concerned, the most important equi- 
librating forces are (1) the interregional flow of private long-term 
capital funds in response to regional differences in yields on capital, 
(2) the interregional flow of government funds governed by the 
desire to relieve unemployment in the regions where this is greatest, 
and (3) the automatic equilibrating influence of regional differences 
in activity levels to the extent that employment policy allows these 
to develop and persist. 


THE PROBLEMS OF CURRENCY UNION 


The foregoing analysis of the forces equilibrating the balance of 
payments has prepared us for dealing with the problems of a common 
Western European currency. If the analysis was correct, it suggests 
that a common all-European capital market and a common all- 
European employment policy would be prime requisites of a common 
currency. Both of these are desirable, of course, in themselves. An 
integrated capital market would facilitate the better exploitation of 
economies of scale and location in European industry ; an integrated 
all-European employment policy may be the only one feasible if free 
intra-European trade renders uncoordinated national employment 
policies too costly. But my point is that, quite apart from their being 
desirable in themselves, these may well be necessary conditions of a 
common Western European currency, because they would provide 
the main forces equilibrating balances of payments among members 
of the currency union. Whether both would be needed or one alone 
would be sufficient one cannot tell on general grounds. An integrated 
employment policy is almost certain to be the more important of the 
two; but some degree of integration of Europe’s capital markets would 
probably be necessary as well. 


The Problem of an all-European Capital Market 


An integrated European capital market has more or less existed 
before World War 1; but that was a period of great political stability 
and uniformity ; and one moreover during which the close connection 
between investment, productivity, and the standard of living, was 
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less apparent to the general public than it is now. Today, the Western 
European countries differ greatly in their political and economic 
organization, ideology, and stability; in the power and temperament 
of their extremist parties; in their nearness to communist Eastern 
Europe; and all these are factors capable of introducing political 
motivation into (and thus interfering with the economic motivation 
of) the intra-European flow of capital. Furthermore, today’s informed 
public knows that to raise the standard of living productivity has to 
be raised, and that to invest more savings in bigger and better equip- 
ment is the main way of raising productivity. In view of this con- 
sciousness, the public may well object to the investment of one 
country’s savings in another country’s equipment as long as national 
loyalties prevail and are not replaced by a spirit of European soli- 
darity and loyalty. 

What degree of political integration or what other guarantees 
would be needed to eliminate political factors as a motivating (or 
inhibiting) force of intra-European capital flows; and what changes 
in mentality would be required for the public to tolerate the inter- 
national flow of capital in response to differences in yields—these are 
questions we can only raise here but hardly answer. There is, further- 
more, yet another question that has to be raised. Assuming that an 
integrated all-European capital market could be established, would 
this be desirable from every point of view? It has been argued, for 
example, that if capital were free to move in quest of higher profits, 
it may move in the wrong direction, from capital-poor to capital-rich 
countries, because the external economies available in the latter 
(e.g. better transportation, cheaper electric power) may well out- 
weigh the effects on profitability of their greater saturation with 
capital?®, 

There is much force to this argument; but one need not conclude 
from it that pricing system and profit motive ought to be thrown out 
altogether as guides to the allocation of investment funds. The faulty 
distribution of social overhead investments seems to be the main 
reason why the profit motive may pull in the wrong direction; and 
since in Western Europe such investments are in any case considered 


10. Cf. GUNNAR Myrpat, An International Economy, Harper, New York 1956, 
Chap. m1. 
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the prerogative of the State, it may well be sufficient to correct the 
operation of the profit motive by a carefully planned allocation of 
public investments among the different regions and countries of 
Europe. This would have to be the task of a supranational all- 
European agency; and it would be natural to combine it with the 
task of maintaining employment stability on an all-European basis. 
It seems therefore that the satisfactory functioning of an integrated 
all-European capital market presupposes an integrated all-European 
employment and public-works policy. 


The Problem of an Integrated Employment Policy 


We have encountered three arguments in favor of an integrated 
all-European employment policy. The first had to do with the cost 
of such policies. If intra-European trade were rendered free of import 
duties, quantitative restrictions, and exchange control, foreign leak- 
ages would become greater, domestic (national) multipliers smaller; 
and this would raise the cost of uncoordinated national employment 
policies both in terms of the government expenditure needed to bring 
about a given effect on income, and in terms of the foreign exchange 
lost to other European countries as a result of a given government 
expenditure. The second and from our point of view most important 
argument was that an integrated all-European employment policy 
would itself be an important and indispensable factor equilibrating 
the balance of intra-European payments. The third argument was 
that if private capital is to move freely in search of maximum profits, 
investment in public utilities, transportation, and other basic facilities 
and social overheads, must be organized and coordinated on an all- 
European basis to ensure that private profitability coincides with 
social utility and causes private capital to move in socially desirable 
directions. To these arguments one may add a fourth: some of the 
public investments most desirable from an all-European point of 
view would be too expensive to be financed unaided by the countries 
in which they would best be located. An obvious example is hydro- 
electric power development, for which Norway has the greatest un- 
used natural resources but insufficient capital funds. This, too, is a 
problem that would best be resolved by all-European cooperation 
under the aegis of a supranational authority. 
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The above are compelling arguments in favor of an all-European 
employment policy to be carried out by a supranational authority 
and aimed at stabilizing employment and prices and at coordinating 
and financing major public investments on an all-European basis. 
Such an authority, however, would need far-reaching powers; the 
exercise of these powers would greatly curtail the sovereignty of 
national governments; and it is well to be aware of the nature and 
extent of the implications of all this. It is obvious to begin with that, 
to be effective, an all-European employment authority would need 
power to institute public-works programs. To finance such programs, 
the authority would have to be empowered to issue securities ac- 
ceptable by all the European central banks and thus, incidentally, 
suitable for the settling of intra-European payments. Interest on these 
securities could largely be paid out of the earnings of the projects 
financed by them; but since the authority would have to pursue a 
full stabilization policy and be made responsible for all major public 
investments, it would also need the power to tax. Furthermore, it 
would need the power to tax not governments but the public, since 
the exercise of this power would aim as much at restricting effective 
demand as at raising revenue. 

Armed with powers to spend, to borrow, and to tax, the supra- 
national employment authority would take over from national 
governments all responsibility for fiscal policy ; and, since fiscal policy 
is an unwieldy weapon, its fiscal policy would probably have to be 
assisted by and coordinated with the monetary policies of the central 
banks of the currency union. Accordingly, the authority would proba- 
bly have to assume some of the functions that in the United States 
are exercised by the Board of Governors of the Federal Reserve 
System. 

There are at least two reasons why national governments might 
oppose the granting of such powers to a supranational agency and 
try to thwart their exercise if granted. First of all, the supranational 
authority would have to decide when and to what extent to relieve 
local unemployment, and when and to what extent to accept it, 
regard it as a sign of structural change, and allow it to act as a spur 
to population movements. Secondly, most public investments finan- 
ced by the authority would utilize the savings only partly of the coun- 
try where the investments would be located and partly of the other 
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Western European countries as well. Both raise delicate issues, on 
which national sentiment may run counter the interests of an united 
Europe and national policy conflict with the policy of the supra- 
national employment authority. Concerning the former, one can only 
hope for the gradual replacement of national by European sentiments 
and loyalties; as to the latter, safeguards would be necessary to keep 
national economic policies from conflicting with the policy of the 
supranational employment authority. Such conflicts could arise only 
from national policies able significantly to affect the balance of inter- 
national payments; and the obvious and best way to rule out such 
policies would be to prohibit (or severely restrict) the purchase of 
government securities by central banks!?. 

From the point of view of national governments, this would mean 
that they could borrow, on either long or short term, only from 
commercial banks, insurance companies and other firms, and the 
public. This would drastically curtail the scope for deficit spending 
by governments; but let us recall that the need for it would be just 
as drastically reduced by the vesting of responsibility for maintaining 
full employment in the supranational employment authority. 


The Adequacy of External Reserves 


From the point of view of central banks, the change would mean that 
beyond their already accumulated holdings (or holdings in a base 
period) of government securities, they could expand the supply of 
money and credit only against full coverage in gold, foreign exchange 
(including that of other members of the currency union), and securi- 
ties issued by the supranational employment authority—as well as 
by all other supranational agencies that may be established and 
empowered to issue securities. Since these would be freely acceptable 
by all central banks within the currency union, this arrangement and 
the continued issuing of such securities would gradually and continu- 
ously raise the reserve ratios of central banks in relation to intra- 
European payments. The advantages of this for the maintenance of 
equilibrium in the balance of intra-European payments are fairly 

11. There is yet another and very obvious argument in favor of such a prohi- 


bition, which is more closely connected with the balance-of-payments problem. 
This will be discussed in the next section. 
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obvious; and in the appendix to this paper!? we shall be able to go 
a little further and also prove the need for it. 

High central-bank reserve ratios are essential, of course, within a 
currency union, where no deliberate policy is to be aimed at main- 
taining equilibrium in the balance of intra-union payments, if intra- 
union balance-of-payments difficulties are to be avoided. This is 
strikingly illustrated by the experience of the United States. As is 
well known, each of the twelve Federal Reserve Districts of the United 
States is a separate monetary system, whose balance of payments 
with the other Federal Reserve Districts must be settled by the trans- 
fer of assets from one Federal Reserve Bank to another. In the early 
days of the Federal Reserve System, only gold (or rather gold- 
certificate) reserves were eligible for this purpose, which led to many 
balance-of-payments difficulties in inter-District relations. These 
seem to have been repeatedly discussed within the Federal Reserve 
System and led to proposals that autonomous monetary policies 
pursued independently by each Federal Reserve Bank in defense of 
its own gold reserves should replace the System’s unified monetary 
policy, framed by the Federal Reserve Board and based on national 
considerations. But the problem and its discussion died a natural 
death with the development of open market operations, which in- 
creased the importance of Federal Government securities among the 
assets of the Federal Reserve Banks and made them eligible, side- 
by-side with gold, for the balancing of accounts between Federal 
Reserve Districts. Today, when gold and Federal Government securi- 
ties form the bulk of the assets of the Federal Reserve Banks, these 
can be said to maintain virtually 100 per cent reserve ratios as far 
as inter-district relations are concerned}, 

In an European currency union, the securities issued by the supra- 
national employment authority and by other supranational agencies 
would serve as central-bank reserves suitable for settling intra-union 
accounts; and the continued activity of the supranational agencies, 
coupled with the ban on central-bank expansion based on national 
government securities, would bring about a gradual increase in the 


12. Cf. p. 38 ff. 

13. On the early history of the Federal Reserve System and the difficulties in 
the balance of inter-District payments, see S.E. Harris, Twenty Years of Federal 
Reserve Policy, Harvard University Press, Cambridge, Mass., 1933, Vol.1. 
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reserve ratios of central banks in relation to payments within the 
currency union. In the beginning, while the total issue of these all- 
European securities was small, reserves suitable for intra-union pay- 
ments would probably be inadequate and have to be supplemented 
by some other arrangement—possibly along the lines of the European 
Payments Union. But this is a practical problem and as such beyond 
the scope of this paper, which was only concerned with the theoretical 
basis and institutional implications of currency union. 


Stanford University, Trsor Scirovsky 
Stanford, California (U.S.A.) 


APPENDIX 


on the Concept of Adequate External Reserves 


Much of the foregoing discussion was concerned with identifying and analyzing 
the various forces that tend, under favorable circumstances, to restore balance- 
of-payments equilibrium; but we have paid no attention to the speed with which 
these forces act. Yet, this speed is clearly important, because it determines the 
magnitude and duration of temporary balance-of-payments disequilibria, which 
in turn determine the size of external reserves needed to finance and tide over 
these temporary disequilibria. The fewer the equilibrating forces and the slower 
their action, the larger must be the external reserves; and if we are to dispense 
with policies aimed at balance-of-payments equilibrium and rely solely on auto- 
matic forces to bring it about, external reserves would presumably have to be 
larger than what is considered adequate under conditions when balance-of- 
payments equilibrium is an aim of economic policy. This raises the problem what, 
in general, are adequate external reserves and what, in particular, would be 
adequate reserves for intra-European payments within a currency union. It would 
be presumptuous to pretend that armchair speculation can give a complete answer 
to so practical a question; but we may, perhaps, make a first approximation to 
an answer. 

The balance of payments of a country or region is not significantly different 
from the balances of payments of individual firms or households. They too must 
keep their expenditures within the limits set by their receipts and can engage in 
excess spending only temporarily, to the extent that loans or accumulated liquid 
assets enable them to do so. Fear of bankruptcy, bouncing checks, and similar 
calamities, induce individual firms and persons to keep part of their funds in the 
form of liquid reserves and generally to behave in such a way as to avoid getting 
involved in balance-of-payments difficulties. In this endeavor they are usually 
successful, to judge by bankruptcy rates and the relevant criminal statistics. 
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But if individual members of a community are so successful in avoiding their 
individual balance-of-payments difficulties, why is the community as a whole 
so much less successful in avoiding its balance-of-payments difficulties? The answer 
is obvious: the community’s ability to indulge in deficit spending is not necessarily 
equal to the sum of its individual members’ abilities to do so. From this answer 
the solution of the balance-of-payments problem can also be deduced: by rendering 
the above two quantities equal, we can harness the efforts of persons and firms to 
remain solvent to the task of avoiding the balance-of-payments difficulties of the 
community as a whole. 

A firm or person decides upon the cash balances he is going to hold on the basis 
of the nature and scale of his operations and the nature of the capital market he 
has access to. The cash balances so decided upon measure both the extent to which 
he would be able, and the extent to which he believes he would be able to indulge 
in a temporary excess of expenditures over his current receipts. The first quantity 
has to do with his economic position, the second with the motivation of his economic 
behavior; and if he is to keep out of balance-of-payments difficulties, it is obviously 
desirable that the second quantity be no greater than the first. In the case of an 
individual person or firm, the two quantities are, of course, necessarily equal. 

By contrast, when we try to generalize from individual persons and firms to 
a group of individuals domiciled in a geographical area, we find that the two 
quantities cease, as a rule, to be equal. The sum total of the cash balances held 
by members of the group still measures the extent to which they believe they could 
indulge in a temporary excess of spending over their current receipts; but it need 
no longer measure their actual ability to do so. For this there are two reasons. 
On the one hand, part of a person’s excess expenditure is likely to be spent on 
goods and services sold by other persons and firms in the area; and this part there- 
fore of the reduction in his cash balances would be exactly offset by an increase 
in their cash balances. This implies that the actual reduction in a group’s cash 
balances will generally be smaller than the intended reduction, since the intended 
reduction in some members’ cash balances will be partly offset by an involuntary 
increase in the cash balances of some other members of the group, and the group 
as a whole can reduce its cash balances only by external spending. To this extent, 
then, the sum of cash balances tends to understate the group’s ability to indulge in 
excess spending. 

On the other hand, a region’s or country’s external reserves are not necessarily 
equal to, and usually much smaller than, the sum of its inhabitants’ cash balances. 
To this extent, the sum of cash balances tends to overstate the group’s ability to 
indulge in excess spending. The two factors pull in opposite directions; and it 
would obviously be desirable for them to offset one another exactly. Hence, if we 
could estimate the degree to which the first factor causes cash balances to understate 
an area’s ability to indulge in excess spending, we would also know the ratio in 
which external reserves may safely fall short of cash balances. This would give us 
an estimate of what are adequate external reserves. 

We can estimate the ratio of actual to intended reduction in cash balances 
if we assume that expenditures out of a reduction of cash balances would be 
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allocated between imported and home-produced goods in the same proportions 
in which expenditures out of additional incomes would be allocated. In this case, 
a planned reduction of cash balances by R would raise external spending—and 
thus reduce actual cash balances—by m pi/(mps + mpi) R if incomes remained 
unchanged. Incomes, however, are not likely to remain unchanged. For the part 
of R spent within the region (mp s/(mps + mpi) R) will raise incomes by 

1 mps 


l—mps mps+mpi 





AY= 


and the effect of this rise in incomes on external spending must be added to the 
impact effect on external spending to obtain the total increase in external spending, 


which will be , 
m pi 1 cam 


l—mps mps+mpi 





4AM = 


This addition to the region’s external spending reduces its cash balances; but to 
obtain the net change in cash balances, one must deduct from this the increase 
in the outside world’s spending on the region’s output occasioned by the increase 
in its (the outside world’s) receipts from the region. This quantity is 


ita _2tL.am 
l—mps 


If we now assume that the outside world’s marginal propensities are the same as 
the region’s own!, we can obtain the actual reduction in the region’s cash balances, 
which equals the net reduction in its balance of trade, and is given by the expression 


$06 4~ 48 « 20... >= 
(l—mps)? mps+mpi 





R. (1) 


This is a clumsy expression; but it can be used for calculating values of 4B/R, the 
ratio of actual to intended reductions in cash balances, for different values of 
mps and mpi. This has been done in Table 1, which shows a surprising constancy 
of this ratio for a wide range of values of mps and mpi. Since we are going to make 
extensive use of these results, it is advisable first to discuss their limitations. 

To begin with, the ratios we computed show the reduction in cash balances 
and external reserves as a fraction of the intended reduction in cash balances that 
has brought it about; whereas it may be argued that losses of external reserves 
are as often or more often brought about by shifts in demand from domestic to 
foreign-produced goods. In other words, while we estimated the loss of external 
reserves on the assumption of constant mps and mpi, changes in these coefficients 
may themselves be a cause of such loss. This is a valid criticism; but the constancy 
of the ratios in Table 1 for different values of the marginal propensities suggests 
that it is not very important. Secondly, we assumed implicitly that changes in 


1. This assumption is admittedly unrealistic and made here only because it greatly simplifies the follo- 
wing analysis. Normally, one would expect the outside world’s mpi to be smaller, and its mps to be 
greater than the region’s. An attempt to allow for these differences has yielded coefficients somewhat higher 
but no less stable than those shown in Table 1 below. 
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spending are allowed to have their full multiplier effect on incomes in both the 
region considered and the outside world—an assumption which would not be 
fulfilled if either area had an independent employment stabilization policy. Our 
analysis therefore is applicable to the relations not of independent sovereign nations 
but only of different parts of the same country or currency union within which 
regional differences in income and employment are either tolerated or offset by 
an overall stabilization policy which itself has a stabilizing influence on the balance 
of payments. Thirdly, the use of these Keynesian concepts is admissible only in 
an underemployed economy; a very different and (I suspect) much more complex 
analysis would be needed to take account of inflationary pressures in a fully 
employed economy. Caution is needed therefore, and a grain of salt, in interpreting 
our results. 


TABLE I 
Values of 4B/R for different assumed values of mps and mpi 








mps 
, 4 45 5 55 6 65 - 75 8 
mpt 
05 me ny -16 .16 2y BY; 18 -20 22 
i 28 27 27 27 27 27 .28 .28 .28 
15 34 -33 32 32 31 -30 -29 27 
‘ 37 36 -34 33 31 -29 +25 
225 37 35 33 31 .28 23 
3 36 33 -30 26 21 
35 32 29 +25 19 
4 .28 +23 18 
45 22 A 
5 15 





The ratios presented in Table 1 show the degree to which the sum of a region’s 
cash balances understates its inhabitants’ ability to indulge in excess spending. 
They also show therefore the degree to which the region’s external reserves may 
be smaller than its cash balances without causing its inhabitants’ ability to indulge 
in excess spending fall below what they believe to be their ability to do so. In other 
words, the ratios of Table 1 show the minimum reserve ratios of a region necessary 
if this is to avoid balance-of-payments difficulties and rely solely on automatic 
equilibrating forces and the striving of its inhabitants to stay solvent. 

Let us now compare these reserve requirements to the reserve ratios actually 
in existence. In a small community that has neither an independent central bank 
nor independent commercial banks, cash balances and external reserves coincide. 
Such a community therefore may be said to have more than adequate external 
reserves in the ratio given by the coefficient of R in expression (1); and this ratio 
also shows the unexploited scope for credit expansion in the community through 
the establishment of local banks. 
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In a community or region with independent commercial banks, the ratio of 
cash balances to external reserves coincides approximately with the average ratio 
that its banks maintain between customers’ deposits and reserves (cash, balances 
with the central bank, and rediscountable bills)?; and it will be noted that this 
ratio, for most commercial banks, is of the same order of magnitude as the ratios 
in Table 1. This looks at first sight like a remarkable coincidence; but on second 
thought there is nothing surprising about it. For commercial banks have had a 
long time in which to experiment and gain experience; and we should expect 
their reserve ratios, evolved through hard experience, to conform to our theoretical 
standard of adequacy. In other words, we have derived a formula to show what 
are adequate reserve ratios for a group of persons and firms; and while we defined 
the group geographically, our argument applies to any group, however defined, 
including the group of a bank’s customers. It is only natural therefore that the 
reserve ratios banks found workable through trial and error should conform to the 
standard we derived. 

Let us next consider a community that has its own central bank and monetary 
system. Its reserve ratio is given by the relation of its central bank’s gold and 
foreign-exchange reserves to the sum of cash and customers’ deposits with com- 
mercial banks; and this ratio is very approximately equal to the product of the 
central bank’s and the average commercial bank’s reserve ratios. Hence, unless 
the central bank’s reserve ratio is very high (e.g. 50% or higher), the reserve ratio 
of such a community is likely to be smaller than what we defined on p. 40/41 
above as the minimum necessary reserve ratio. 

This conclusion was, of course, to be expected. Our standard for adequate 
external reserves and minimum reserve ratios was defined for a community that 
relies on automatic equilibrating forces to maintain equilibrium in its balance 
of payments; this standard need not be reached therefore by national economies 
that depend on monetary policy or on foreign-trade and foreign-exchange policies 
for the maintenance of external equilibrium. 


SUMMARY 


For currency union to be possible, there must exist automatic equilibrating forces 
strong enough and external reserves large enough to ensure long-run equilibrium 
in the balance of intra-union payments without need for monetary or foreign-trade 
and foreign-exchange policies to ensure such equilibrium. A detailed discussion 
of the mechanism of the balance of payments in international and interregional 
relations shows that the free movement of capital and (in interregional relations) 
a common employment policy are important equilibrating forces. It is suggested 
therefore that an all-European integrated capital market and an all-European 
integrated employment policy are likely to be necessary conditions of currency 


2. In actual fact, the regions’s reserve ratio is a little higher than those of its banks, because its 
inhabitants use cash (i.e. central-bank money) in addition to bank deposits. 
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union. The institutional implications of these are next discussed, with special 
emphasis on the limitations to national sovereignty that an all-European employ- 
ment policy, administered by a supranational employment authority would imply. 
There follows a brief discussion of the adequacy of external reserves. The concept 
of adequate external reserves is discussed in an appendix as well as the relation 
of actual to theoretically adequate reserves, and the question what would be 
adequate reserve ratios for the central banks of the currency union. 


ZUSAMMENFASSUNG 


Die Zahlungsbilanztheorie und das Problem einer europdischen Wahrungsunion. Eine Wah- 
rungsunion ist nur lebensfahig, wenn sowohl automatische Ausgleichskrafte als 
auch Wahrungsreserven in einem solchen Ausmass vorhanden sind, dass das lang- 
fristige Gleichgewicht in den Zahlungen zwischen den Unionslandern ohne Riick- 
griff auf monetare und handelspolitische Massnahmen oder Wechselkursmani- 
pulationen gesichert ist. Eine eingehende Diskussion des Zahlungsbilanzmecha- 
nismus in internationalen und interregionalen Beziehungen zeigt, dass die freie 
Bewegung von Kapital und (in interregionalen Beziehungen) eine gemeinsame 
Beschaftigungspolitik wichtige Ausgleichskrafte sind. Deshalb sind wahrscheinlich 
ein einheitlicher europaischer Kapitalmarkt und eine einheitliche europaische 
Beschaftigungspolitik notwendige Bedingungen fiir eine Wahrungsunion. Der 
Verfasser untersucht alsdann die institutionellen Implikationen dieser Bedingun- 
gen, namentlich im Hinblick auf die Beschrankung der nationalen Souveranitat 
als einer Voraussetzung fiir eine gesamteuropaische, von einer supranationalen 
Behérde ausgeiibten Beschaftigungspolitik. Es folgt sodann eine kurze Diskussion 
iiber die Frage der Angemessenheit der Wahrungsreserven. In einem Anhang wird 
der Begriff der «Angemessenheit der Wahrungsreserven» naher besprochen, 
ferner das Verhaltnis von tatsachlichen zu theoretisch angemessenen Reserven 
sowie die Frage, was fiir Reservesatze fiir die Zentralbanken der Wahrungsunion 
angemessen waren. 


RESUME 


La théorie de la balance des paiements et le probleme d’une union monétaire européenne. Une 
union monétaire n’est possible que s’il existe des forces d’équilibre automatique 
assez puissantes et des réserves monétaires assez abondantes pour que |’équilibre 
a long terme dans les paiements entre les pays faisant partie de l’union soit assuré 
sans l’aide de mesures de politique commerciale et monétaire ou de manipulations 
des cours des changes. Un examen approfondi du mécanisme de la balance des 
paiements dans ses rapports internationaux montre que le libre mouvement des 
capitaux et (dans les relations interrégionales) une politique commune de |’emploi 
sont d’importantes forces d’équilibre. C’est pourquoi un marché des capitaux 
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unique et une politique de l’emploi uniforme pour toute l’Europe sont probable- 
ment des conditions nécessaires pour une union monétaire. L’auteur recherche 
ensuite tout ce qu’impliquent ces conditions quant aux institutions, eu égard en 
particulier a la limitation de la souveraineté nationale qu’entrainerait une politique 
européenne de |’emploi exercée par une autorité supranationale. Ensuite, la 
question de la proportion appropriée des réserves monétaires fait l’objet d’une 
bréve discussion. Dans un appendice, la notion de «proportion appropriée des 
réserves monétaires» est étudiée, puis la relation entre réserves effectives et réserves 
théoriquement appropriées ainsi que la question de savoir quel serait le pour- 
centage de réserves approprié pour les banques centrales de l’union monétaire. 











le- 


THE FUTURE OF FISCAL POLICY 


I 


The term “fiscal policy”, in the words of the editors of Readings in 
Fiscal Policy’, means “‘...a branch of economics that partially over- 
laps the fields of public finance, money and banking and business 
cycles. Its central concern is with the aggregative effects of govern- 
ment expenditures on income, production and employment’. Apart 
from the obvious interest of the contents of such a volume, its ap- 
pearance also provides a useful opportunity to survey the history 
and rationale of this general field of study and to speculate about 
the course of possible and valuable future development. 

As a subject of intellectual enquiry, fiscal policy, whe: compared 
e.g. with the theory of demand or the theory of value, presents certain 
difficulties and suffers from important drawbacks. The division of 
intellectual pursuits into specialised fields of enquiry is an arbitrary 
but convenient device made necessary by the limitations of the human 
mind, but the procedure depends for its utility upon the existence 
of unities of method, of technique and of purpose important enough 
to make the defined field sufficiently an entity for independent study. 
This necessarily implies that the subject-matter must be capable of 
reasonably clear distinction from that of cognate or “bordering” 
problems and disciplines, and it is in this respect that the study of 
fiscal policy is unsatisfactory. The decision of the editors of the 
Readings not to restrict their selection to articles falling within their 
own definition, but to attempt also “to show the relation that should 
be recognised between fiscal policy so conceived and other closely 
related policies’? must be regarded as being partly a manifestation 
of this: given the nature of their subject, such a procedure was 
unavoidable. 

Nevertheless, one preliminary comment upon the coverage of the 
defined field by the articles in the Readings must be made, before 
proceeding to more detailed consideration of the problems of the 


1. Readings in Fiscal Policy, edited by A.Smirutes and J.K.Burtrers for the 
American Economic Association (London 1955, Allen & Unwin, 596 p., 30s.). 

2. Op.cit., Introduction (p.v). 

3. Op.cit., p.v. 
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study of fiscal policy per se. It is always easy, and not very constructive, 
to point to particular articles that might have been included in such 
a selection; no two pairs of editors are likely to think alike. But there 
is in this case a wider criticism; the scope of the selection is too narrow 
for the reader (particularly the non-American reader) to “‘see the 
thing whole”’. The articles in the Readings are a record of the impact 
of Keynesian thinking upon American economists and American 
attitudes to policy, rather than a selection illustrating the general 
development of the subject. Only one of the 34 contributions (an 
extract from Keynes’ How to Pay for The War ) originated outside the 
u.s.A. Scandinavian writers are represented by a contribution by 
Myrdal first published in the American Economic Review and by 
Haavelmo’s article on the balanced budget multiplier (discussed 
below)‘, and Keynes is the only British writer to find a place. This 
is a clear distortion of the actual development of thought and policy. 
Even if attention is confined to work in the English language, there 
is much material of British origin which (on the postulated criteria 
of inaccessibility and importance) would seem to demand inclusion 
in a representative anthology. Notably, one would think that Kingsley 
Wood’s Budget Speech of 1941 and the National Income White Paper 
of that year must be considered both historically more important 
and practically less accessible than recent publications to the American 
Economic Review. There are other British official publications, as well 
as academic contributions, which might also have been given pre- 
ference on such grounds. Despite the quality of the included articles, 
omissions of this kind must reduce the value of the volume as a 
comprehensive survey. 


II 


The intellectual problems that arise in the study of fiscal policy may 
be attributed to the fact that the discipline is unduly “‘open ended”’, 
and this in two respects. First, the basic “‘policy’”’ assumptions as to 
the nature of economic society that underly the study are often 
inadequately explained or understood, and in any event are such as 
to make the possible relevance of the conclusions to public policy a 


4. TRYGVE HaAvetmo, “‘ Multiplier Effects of a Balanced Budget”’, Econome- 
trica, 1945; republished in Readings in Fiscal Policy, p.335-343.- 
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great deal more remote than the title “fiscal policy” might suggest. 
Second, the analytical procedures and assumptions used are question- 
able from a number of points of view. 

In regard to the first point, it has to be remembered that the 
specialised study of fiscal policy is one of the many by-products of 
the so-called ‘‘ Keynesian Revolution” in economic analysis. Burk- 
head has described one of the consequences of that revolution aptly 
for our purpose: 

“It is evident that the major difference between the outlook of the 
classicists and the Keynesians turns on their analyses of the nature 
of economic society and the role of the state therein. The classicists, 
particularly Adam Smith, were completely explicit on this point: 
economic society is characterised by a fundamental harmony of 
interest.... 

‘The Keynesians have not been so explicit—modern economists 
appear to shun political theory. But running through almost all of the 
Keynesian literature there appears to be an unstated assumption that 
the economic order is harmonious except for its inability to achieve 
stability. This defect can be overcome by government fiscal action’’5. 

‘“‘Harmony”’ assumptions of this character are common enough 
in economic analysis, and for specific analytical purposes they may 
be quite unobjectionable. But the fresh approach to government 
economic policy which the Keynesian developments in the realm of 
theory made possible seems now to have produced, under the name 
of fiscal policy, a body of doctrine whose most coherent characteristic 
is implicit or explicit acceptance of the view that aggregate levels of 
income and employment are the predominant, if not the sole, public 
policy problem. This is of course nonsense: government policies are 
never solely (and are usually not even primarily) concerned with 
stability, and discussion in terms of this one objective can only be 
made possible either by “‘heroic’’ assumptions about other aims of 
policy—to redistribute income, to minimise (or maximise) the in- 
fluence of the government in the economy, to treat social services as 
“sacrosanct’’, to get returned to office (particularly relevant to con- 
siderations of the size and types of taxes), and so on—or by treating 
particular other policy objectives as ‘“‘restraints”’ and studying fiscal 


5. JESSE BuRKHEAD, “The Balanced Budget’’, Quarterly Journal of Economics, 
1954; reprinted in Readings in Fiscal Policy, p. 3-27, reference is to p. 20. 
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policy in the resultant context, or by a combination of both tech- 
niques. The possible range of assumptions to which this approach 
gives rise (particularly when analytical convenience as well as policy 
relevance affects the selection, as it often seems to) is so wide that it 
would be unwise to expect intensive study of fiscal policy as defined 
ever to result in the creation of an agreed body of doctrine significant 
for the creation of public policy. 

The second group of problems relates to the analytical procedures 
and assumptions used in the study of fiscal policy. We are here con- 
cerned, that is, not with aims but with the nature of the technical 
relationships that are specified, and with decisions about the valuations 
to be given to the particular magnitudes of the postulated system. 
Again, questions of this kind arise in other fields, but specially difficult 
problems are found in the case of fiscal policy. In the words of Gailord 
Hart, writings on the subject “draw important policy inferences 
directly from ‘models’ showing hypothetical values for the main com- 
ponents of the national product. These ‘models’ on examination turn 
out to be equilibrium positions of systems of static relationships.... 

‘**(They] are set up on the hypothesis that the major components 
of the national product are determined by the scale and character 
of the government’s fiscal operations—in a setting, of course, of 
relationships among the components expressing other economic 
forces. The system may be thought of as involving four classes of 
magnitudes. ... The model-builders seem to operate with a more or 
less explicit set of algebraic equations (or of equations and diagrams) 
relating these magnitudes; but their publications do not lay much 
stress on the equilibrium concepts involved, and in general are of 
limited usefulness to the reader who wishes to try the effect of putting 
variant assumptions through the analytical machine’’*. Hart lists six 
specific complaints about formulations of this type: 

(1) Confusion of impact effects of economic changes with long-run 
effects ; 

(2) inadequate recognition of cumulative factors; 

(3) underemphasis on elements in the structure of the economy 
which tend to generate fluctuations of activity or prices; 


6. ALBERT GarLorp Hart, “, Model Building’ and Fiscal Policy”, American 
Economic Review, 1945; reprinted in Readings in Fiscal Policy, p. 307-334, references 
are to p. 307-309. 
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(4) careless use of assumptions of ignorance; 

(5) formulation in terms which make it needlessly hard to try 
variant assumptions and to confront assumptions with evidence; 

(6) underemphasis on intangibles. 

This is an imposing list, but Hart, in one of the most interesting 
articles in the Readings, goes far towards justifying it. 

To his criticisms there might be added a further important one: 
the use of assumptions that are procedurally convenient but are not 
compatible with the general body of economic analysis. The treat- 
ment of taxation provides a useful illustration of this, as well as of 
some of the other objections which cannot be discussed at length here. 
Any examination of the effects of tax policies on the level of employ- 
ment must use an (implicit or explicit) theory of tax incidence: there 
can be no escape from this. But there is no agreement among writers 
on fiscal policy as to what is appropriate. Consequently, the problem 
is either not discussed at all, but evaded by arbitrary assumptions 
which differ from writer to writer, or (more rarely) alternative 
“‘models”’ are presented showing how some few different assumptions 
would affect the conclusions reached. The difficulties tend also to 
be circumvented by exclusion from the models of forms of taxation 
whose incidence is particularly complex or uncertain; and/or by 
artificially limiting study (by assumption) to “‘impact”’ effects. Other 
problems (e.g. of international trade) get similar treatment. 


III 


If these objections to fiscal policy as a satisfactory discipline are valid, 
it has to be asked why the study continues to attract attention, and 
even more why it should be thought appropriate to devote a volume 
of the American Economic Association’s excellent series of Readings 
to it? There are a number of reasons. Questions of employment and 
of economic stability are clearly of interest and importance, and fiscal 
policy is an attempt to study such problems in their policy context. 
The difficulties and criticisms set out above can be argued to be the 
fault not of the writers concerned with the elucidation of fiscal policy, 
but rather of the intractability of their material and of the failure 
of the “bordering”’ disciplines on which fiscal policy must depend 
(and especially of public finance) to provide adequate tools for the 
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job. The theory of public finance is in a very unsatisfactory condition, 
and the theoretical study of public policy as an organic whole receives 
little attention from economists; how in these circumstances can 
writers on fiscal policy be expected to produce any better results? 

This is not an unreasonable proposition, but neither is it the whole 
story. As a study of the articles in the Readings makes clear, the writers 
are not unaware either of the criticisms or of the problems of their 
discipline. Nevertheless, some of the dissatisfaction with writings on 
fiscal policy must be attributed to their failure to be explicit about 
the peculiarities and shortcomings of the static approach usually 
adopted, and to impatience with the apparent belief that the con- 
clusions reached have a fairly direct relevance to policy. It is time 
to stop pretending that “fiscal policy” as defined is concerned in any 
direct way with policy. Rather, it must be accepted that it consists 
of a series of essays in ‘“‘model-building”’, a set of intellectual exercises 
whose conclusions need very cautious interpretation even in the cases 
where they can be argued to have potential relevance for policy in 
any circumstances at all. This is not to say that the development of 
such models has not in the past been useful. On the contrary, they 
have served a very useful purpose as a means of directing attention 
to the problems that arise in trying to turn Keynesian analytical 
concepts into manageable and useful policy propositions. But such 
“‘model-building”’ was at best a phase, and it has now become neces- 
sary to move on to a wider conception of the stability question and 
to a merging of “‘fiscal policy”’ with the general study of the public 
economy. In default of such a development, fiscal policy as a field of 
study is likely to decline to the status of an intellectual parlour game. 

Examples of the dangers of continued specialisation on model- 
building of the now traditional kind are already to be found. They 
are well demonstrated e.g. in the attention that has been given in 
recent years to the question of the balanced budget multiplier. The 
discussion of this began with an article by Haavelmo, who made the 
proposition that ‘‘a balanced budget” [a change in government 
spending accompanied by an offsetting change in taxation] “‘has a 
direct multiplier effect, with a multiplier equal to 1, in addition to 
whatever (positive or negative) effects there might be from a redistri- 
bution of income’”’’. 


7. Readings, p. 343. 
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This proposition was reached by use of the ‘‘model-building”’ type 
of static analysis under discussion, and it was fairly clear from the 
beginning that the author’s conclusion could relate only to the very 
special conditions of the specified model. Since the model missed out 
many of the fundamental characteristics, relationships and possibili- 
ties of the real world, the article was of interest as an amusing con- 
juring trick rather than as a real contribution to an aspect of the study 
of public policy. Nevertheless, it stimulated a good deal of interest 
and of writing, the eventual outcome of which has been to demon- 
strate that the Haavelmo theorem is a very special case dependent 
on the particular conditions he assumed; it can be shown, by the use 
of more “generalised”? models, that the balanced budget multiplier 
might be negative or positive as well as unity’. The later writings 
have used models of a broadly similar type, more complicated but 
subject to the same basic criticisms and fairly remote (as some of the 
writers recognise) from the important issues of public policy. Haavel- 
mo’s article is included in the Readings, presumably as an item of 
“historic” interest. But it would be a mistake to regard it in the same 
light as (e.g.) Kahn’s pioneer article on the multiplier; the writer 
for one would be surprised to find this particular issue arousing much 
interest ten years from now, except as an economic curiosum. 


IV 


The most valuable line of intellectual evolution in the future would 
seem to be one that involves the abandonment of fiscal policy (as 
now understood) as a separate field of study, but utilises the post- 
Keynesian activity in this field to help in the establishment of a 
broader and intellectually more satisfactory approach to the study 
of the public economy as a whole. Such an evolution carries with it 
two important requirements, both clearly related to the present defi- 
ciencies of fiscal policy. 

There is need, in the first instance, for economists to give much 
more direct and realistic attention to problems of the public economy, 


8. Cf. e.g. R. Turvey, ‘Some Notes on Multiplier Theory”’, American Economic 
Review, June1953 ; W.J.Baumot and M.H. Peston, “‘More on the Multiplier Effects 
of a Balanced Budget”, American Economic Review, March 1955; ALAN T. PEACOCK, 
**A Note on the Balanced Budget Multiplier”, Economic Journal, June 1956. 
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using that term to describe broadly the role of government in its 
economic aspects. The shunning of political theory cited by Burk- 
head?® is all too common; there is a general unwillingness among 
economists to take any explicit account of political theory, or even 
of the idea that governments may have extra-economic aims needing 
recognition in any useful formulation of economic policy proposi- 
tions. Thus, where the intrusion of governments cannot be ignored 
(as in the study of public finance) attempts are often made to get 
over the problems they create by such devices as treating the economic 
aims and activities of governments as being identical with those of 
individuals and applying similar “‘choice”’ criteria to them. This 
gives rise to concepts of the “‘general economic welfare’’, ‘‘laws” of 
government expenditure and so on, which are most unsatisfactory 
as a basis for the consideration of public policy. It might of course 
be argued that a political theory is implicit in treatments of this kind 
(the examples given are illustrative only: there are many other 
formulations, similar in type). If so, that theory is usually simpliste 
in the extreme, and the policy recommendations that follow from 
the analysis are politically simpliste in consequence—which may ex- 
plain why the actual behaviour of governments seems to be so differ- 
ent from what the theories would lead one to expect. Alternatively, 
economists slide round the difficulties by assuming policy objectives 
of a “‘partial” kind and ignoring the other aims of government; fiscal 
policy is an important instance of this in its concentration on the aims 
of income and employment stability to the exclusion of other policy 
objectives. There is need for a rehabilitation, if not of classical politi- 
cal economy, at least of the classical attitude to it. Such a rehabilita- 
tion would carry with it a re-appraisal and reformulation particularly 
of the basic propositions of public finance; it should also provide a 
framework into which economic stability as a policy objective might 
be more satisfactorily fitted?®. 

The second requirement is the replacement of models of the type 
criticised by Hart"! and discussed in this article by something a good 
deal more refined and more capable of testing. In one sense, the 


g. Op. cit. 

10. For a potentially fruitful approach to these general problems, see J. T1n- 
BERGEN, On the Theory of Economic Policy, Amsterdam 1952. 

11. Op. cit. 
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major importance of Keynes’ contribution to economic analysis lay 
in the possibilities that he opened up for the study of economic 
aggregations. So far, however, this contribution has resulted in atten- 
tion being mainly concentrated upon the static analysis of “single 
closed loop” aggregative systems (i.e. systems with only two inter- 
related behaviour equations). For “fiscal policy” to make its proper 
contribution to the study of public economic policy of which it should 
be a part, there is need to develop systems of a much more complex 
analytical character. Such systems must explicitly incorporate dy- 
namic considerations. They also require that the aggregation process 
should not be carried as far as is now usual, the ideal being the presen- 
tation of economic relationships in the form of “multiple closed loop 
systems” (i.e. systems with more than two inter-related behaviour 
equations) in as much detail as is manageable from a technical 
(mathematical) and from a policy viewpoint. Finally, the results 
need to be capable of presentation in a form permitting the more 
ready and thorough statistical etc. testing of alternative possibilities 
than is at present the case 

Development of this kind calls for sophisticated mathematical 
techniques, and, of course, must depend for its value partly upon 
the creation of the more adequate theory of the public economy, 
already referred to, into which the systems could be fitted. Its results 
might not have direct policy implications of a general kind: the aim 
is rather to attempt to discover the key variables (if any) in the 
dynamic systems, and to indicate ways in which (e.g.) institutional 
changes might affect both stability and other economic policy objec- 
tives by altering the nature of these variables. The possibilities have 
already been demonstrated, inter alia, in the work of A. W. Phillips; 
the conclusions reached are in interesting contrast with those of earlier 
writers!” It seems a pity that work of this character, recent though 
it may be, which is likely to be of fundamental importance for future 
progress, should find no place in the Readings". 


London School of Economics Jack WIsEMAN 


12. A.W. Puitutps, “Stabilisation Policy in a Closed Economy’’, Economic 
Journal, June 1954. 

13. Room is however found for two articles of a different character, also pub- 
lished in 1954, and five of the 34 articles reprinted bear dates after 1950. 
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SUMMARY 


The appearance of a volume of Readings in Fiscal Policy provides an opportunity 
to review the development of the subject, which is defined as being concerned with 
the effects of government expenditure on income and employment. Fiscal policy 
is not an entirely satisfactory field of study either in the assumptions it makes or 
in its analytical procedures. The assumptions treat the economic system as 
**harmonious”’ except for the maintenance of stability, and the procedure is by 
use of static “‘models’’ which have many defects as guides to policy. Fruitful future 
development requires more explicit attention by economists to the theory of the 
public economy, taking more adequate recognition of the political nature of govern- 
ments. The present study of fiscal policy would become a part of this broader 
discipline. Techniques for the study of stabilisation (i.e. “fiscal policy’’) in such 
a context have already begun to be developed, but have not yet received the 
attention they merit. The need is to utilise refined mathematical techniques in 
order to take account of dynamic considerations, overcome the deficiencies of 
static “‘single closed loop”’ systems, and present problems and conclusions in a 
form that is (potentially at least) capable of much more satisfactory statistical 
testing. 

The contents of the Readings are too insular to give a satisfactory conspectus 
of the development of the defined field, despite the excellence and interest of 
individual articles. 


ZUSAMMENFASSUNG 


Die Zukunft der «fiscal policy». Das Erscheinen des Sammelbandes iiber «fiscal 
policy» (Readings in Fiscal Policy) bildet den Anlass, die bisherige Entwicklung 
dieses Forschungsgegenstandes zu beleuchten, der — gemass der Definition in den 
Readings — die Wirkungen der Staatsausgaben auf Einkommen und Beschaftigung 
zum Inhalt hat. «Fiscal policy» ist kein sehr befriedigendes Forschungsgebiet, 
weder in bezug auf die Annahmen, die gemacht, noch in bezug auf die analytischen 
Verfahren, die angewendet werden. Die Annahmen basieren auf der Vorstellung 
einer wirtschaftlichen «Harmonie», ausser mit Bezug auf die Erhaltung der 
Stabilitat; und das Verfahren beniitzt statische « Modelle», die als Grundlage 
fiir wirtschaftspolitische Entscheide zahlreiche Mangel aufweisen. Eine fruchtbare 
Weiterentwicklung dieses Forschungsgebietes setzt voraus, dass die Okonomen der 
Theorie der 6ffentlichen Wirtschaft starkere Beachtung schenken, indem sie den 
politischen Charakter jeder Regierung vermehrt in Rechnung stellen. Das Studium 
der «fiscal policy» wiirde damit zu einem Bestandteil dieser umfassenderen 
Disziplin. Bereits ist damit begonnen worden, die technischen Verfahren fiir das 
Studium des Stabilisierungsproblems (d. h. von «fiscal policy») in diesem weiteren 
Rahmen zu entwickeln; sie haben jedoch bisher noch nicht die ihr gebiihrende 
Beachtung gefunden. Es ist notwendig, verfeinerte mathematische Verfahren zu 
verwenden, um dynamische Betrachtungsweisen beriicksichtigen zu kénnen; die 
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Unzulanglichkeiten statischer Systeme von einfachen geschlossenen Kreislaufen 
zu iiberwinden und die Probleme und Schlussfolgerungen in einer Form darzu- 
stellen, die (wenigstens potentiell) einer statistischen Nachpriifung viel besser 
zuganglich ist. 

Der Inhalt der Readings ist zu beschrankt, um ein befriedigendes Bild von der 
Entwicklung des Gegenstandes zu geben, trotz der Qualitat und dem Interesse, 
die einzelne Artikel bieten. 


RESUME 


L’avenir de la «fiscal policy». La parution de l’ouvrage collectif sur la «fiscal policy » 
(Readings in Fiscal Policy ) offre occasion de passer en revue |’évolution intervenue 
dans le domaine qui — selon la définition du dit ouvrage — a pour objet les réper- 
cussions des dépenses de |’Etat sur les revenus et le plein emploi. La «fiscal policy » 
n’est pas un champ d’ études entiérement satisfaisant ni en ce qui concerne les hypo- 
théses émises, ni dans les procédés analytiques qui sont appliqués. Les hypothéses 
se fondent sur l’idée d’une harmonie économique, exception faite pour ce qui a 
trait au maintien de la stabilité, et la méthode utilise des « modéles» statiques qui 
présentent nombre de défauts en tant que base des décisions relatives 4 la politique 
économique. Pour que |’évolution de ce domaine de la recherche soit a l’avenir 
fructueuse, il faut que les économistes vouent une plus grande attention a la théorie 
de l’économie publique, en tenant davantage compte du caractére politique de 
chaque gouvernement. La présente étude de «fiscal policy» deviendrait de la 
sorte une partie de cette plus vaste discipline. Ainsi on a déja commencé 
d’élaborer les méthodes techniques pour |’étude des problémes de stabilisation 
(c’est-a-dire de «fiscal policy) dans ce cadre plus large; cependant elles n’ont pas 
encore regu |’attention qu’elles méritent. I] est nécessaire d’utiliser des méthodes 
mathématiques poussées pour pouvoir tenir compte des aspects dynamiques, de 
surmonter |’insuffisance des systémes statiques de simples circuits fermés et de 
présenter problémes et conclusions sous une forme qui puisse étre mieux soumise 
a un examen statistique. 

Le contenu des Readings est trop limité pour donner une image satisfaisante de 
l’évolution du sujet traité malgré la qualité et l’intérét des différents articles. 








TENDENCIES AND FORCES 
AT WORK IN A CHANGING WORLD* 


I 


This is an attempt to account, in a very brief survey, for some of the 
tendencies and forces which are working in and on our rapidly 
changing world. 

The natural starting-point is a word about technology. Technolo- 
gy is applied science and it arises from the reflection that man, by 
exploring the structure and laws of nature and life, learns to under- 
stand the conditions of his own welfare, in relation to material as 
well as intellectual and spiritual life. Hence, science and technics 
have grown to their present stature as servants of humanism. They 
have now, however, emancipated themselves from humanism and 
have become irrational in this paradoxical sense of the word. For 
they are now following their own logic, which has long ceased to 
care about human welfare and, rather, forces us to adapt ourselves 
to its own requirements. Essentially this is nothing new. We may say 
that the word ‘“‘welfare” is ambivalent, meaning either, in the 
conventional sense, the good life of the person in the community or, 
because of this later qualification, political and military aggrandise- 
ment of the State, with its power over life and death. A good case can 
be made for attributing primary significance to this military aspect 
of technology in the earlier stage of modern history. But, more 
recently, even the military establishments seem, rather, to be swept 
along by the breath-taking pace of destructive inventions, which 
they feel they must appropriate on the largest possible scale in the 
shortest possible time on pain of death. As long as mankind does not 
know how to break this blind rule of technology, the hymns of 
thanksgiving for the coming blessings of the atomic age sound rather 
ironical. 

Even in the conventional sense of individual consumption of 
goods, the increase of welfare by modern technology is subject to the 
ambiguity of everything human. In terms of mastery over his 
material and satisfaction in his work, man the producer has lost what 


* Revised version of a lecture (in German) broadcast from the r1as Station 
in Berlin, 10 July 1956. 
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man the consumer has gained in terms of a growing flood of goods for 
his comfort. And here again the most recent phase, automation, is 
admittedly invading our world in forms whose economic, political 
and spiritual effects nobody can appraise; we are at their mercy so 
long as we do not develop the insight and organized power to tame 
and direct them. And menacingly there looms on the horizon a 
problem which we have escaped so far: since the machine-building 
industries in the widest sense of the word (steel, etc.), had to assume 
the gigantic size which enabled them to build, within a hundred brief 
years, all industries of all countries, from which ever-increasing 
masses of goods are now flowing—how are machine-building indus- 
tries of this size to be fully employed in future unless they get more 
and more orders for still more productive machines, from which 
ever-growing masses of goods will flow? In the recent past, the pres- 
sure of advertising has succeeded in foisting the increasing flow of 
goods upon people; but each further increment is less and less 
needed—where is this growing orgy of goods to land us? And what 
will happen if and when the tricks of the advertisers fail?! What will 
become of the sorcerer’s apprentice if he does not learn to control the 
unfettered forces of science and technics? “Herr, die Not ist gross”’ 
(Goethe). 


II 


The question, then, is whether the western world will still have 
spiritual strength enough for the self-renewal which would enable 
man to become the master rather than the slave of his knowledge. 
One cannot help being highly skeptical if the question is put in this 
way; and, of course, there cannot be an answer in principle. Yet 
some of the astonishing transformations come to mind of which we 
western people have been capable during these last decades: unpre- 
dicted productive solutions of gravest problems. It may be relevant 
briefly to survey them in this context. 

The most spectacular aspect of these problems was known as the 
social question, which the 2oth century inherited from 1gth-century 
capitalism. And we may now say that capitalism, in a certain highly 
important respect, has attained and surpassed its original promise. 
The key-question of distribution ceases to be the decisive economic 
1. Cf. my article on ‘““The Economy of Abundance”’, Social Action, January 1957. 
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problem when the production of goods increases so rapidly and 
constantly as to provide all, rich and poor alike, with more and more 
of them. A truck driver in the United States may occasionally earn 
more than a professor ; a steelworker receives up to $ 500 a month, an 
automobile worker a little less. The expansion of production through 
private initiative and free enterprise has solved the social question, 
in this sense of the word. It has taken the wind out of the sails of old- 
style socialism. Is the poverty of the masses increasing? Or are the 
wage-rises traceable to intenser exploitation of colonial peoples? All 
that is out of date. Socialist theory had taught that only competitive 
capitalism is progressive, because every entrepreneur must anticipate 
innovations by his rivals; monopoly capitalism on the other hand, 
has no need of progress because it thrives on control of the market and 
the exploitation of consumers—thus the working class must take 
over the monopolized system in order to save progress. But it is 
precisely the strongest, most monopolistic enterprises and industries 
that push progress ahead, by systematically exploring all technical 
possibilities in their huge laboratories. In other words, progress has 
become independent of the formerly strategic question of competition 
or monopoly, and it is precisely in the age of giant enterprise that 
productivity is growing more and more rapidly. 

Nowit would bea mistake to believe that capitalism has remained 
unchanged in this development. As Marx predicted, large-scale 
technology has led to the concentration of production in large-scale 
firms and to the conglomeration of economic power. But it has by no 
means fulfilled the other prediction that the “‘haves” would con- 
glomerate at one pole of society and the proletarian “have-nots” at 
the other pole. In the first place, at least two American corporations 
already count more than a million small stockholders. The financial 
structure of stocks and bonds has separated economic power from 
ownership, although the holders of power may also have stocks, of 
course; a million stockholders may own a huge firm, but they cannot 
exert any influence whatever upon its affairs; management is autono- 
mous and in the main perpetuates itself by co-optation. In the second 
place, 160,000,000 Americans (babies and aged included) own 
175,000,000,000 dollars in savings accounts and government securi- 
ties and 250 billions in life insurance; some 40 million passenger 
cars—not all of them of most recent vintage—people the highroads 
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of a country of about 50 million households (although it must be 
taken into account that there are now suburban families with two 
cars each). One hundred years ago, Benjamin Disraeli, who was to 
become the leading statesman of Victorian England, lamented that 
the nation was split into two nations, which spoke different languages 
and no longer understood each other. Today the unification of the 
pattern of life is making rapid headway in all western countries?, as 
had been anticipated by Tocqueville more than one hundred years 
ago despite the continuance of differences of income—differences 
which, also, are conspicuously narrowing*. In the third place, a 
most important special factor in the new situation is the breaking- 
down of the power of monopoly by counter-monopoly, by counter- 
vailing power. This applies pretty generally between successive 
stages of production, with the result that there is no longer an 
anonymous market in fully monopolized branches of production, 
but, rather, diplomatic negotiation between two or at any rate a 
very small number of powers, each of which attempts to get the best 
possible bargain for its own sphere but is acutely aware of its de- 
pendence on the purchaser or the supplier. Most important for our 
purpose is the application of this rule to the relationship between big 
industry and big labor, whose representatives deal with each other 
as one power with another, where labor’s case, too, relies on consider- 
able financial strength, strike funds running into many millions, etc. 
There are, of course, weak industries in which even strong labor 
unions have only a limited negotiating strength and must content 
themselves with modest wages; and there are, above all, the unorgan- 
izable, unmonopolizable masses of consumers, who have to foot the 
bill of rising prices and wages—a very gloomy aspect. But on the 
whole, one is struck by the rapid though uneven spread of increasing 
material comfort. 

Strictly speaking, all this is only logical. Where would there be 
outlets for the swelling flood of goods if prices remained unchanged, 
as they more or less do, and wages did not rise? And yet, what a long 
time it took and what grave conflicts and sacrifices had to be endured 


2. Cf. S. Lanpsuut, ‘‘ Die Gegenwart im Lichte der Marxschen Lehre’’, in 
Hamburger Jahrbuch fiir Wirtschafts- und Gesellschaftspolitik, 1956. 

3. Cf. Simon Kuznets, “‘ Economic Growth and Income Inequality’’, American 
Economic Review, March 1955, p.4- 
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before labor protection, effective labor organization and social 
security could be brought into being. In the u.s. the catastrophe 
of 1933 found the heavy industries practically without labor unions, 
and an extraordinary pressure on the part of public opinion and 
the government was required to make good this omission and 
create the countervailing power. It was only by this means that the 
market was widened for the absorption of the growing output, while 
a cushion of purchasing power against depressions was prepared by 
social security. Still more important, the development of labor law 
and collective contracts has reversed the capitalistic dissolution of 
social relations into anonymous market processes; social relations 
are now negotiated by authorized delegates in the full light of pub- 
licity. In that connection, of course, long-range considerations prevail 
over short-run considerations, and the overall picture over the 
specific condition of the special market. Management finds itself, as 
Eugen Rosenstock-Hiissy has recently expressed it‘, in the position of 
mediator between the conflicting claims of engineers (technical 
progress), consumers (the market), stockholders and workers®, and 
with the workers one has to live every day while the stockholders 
appear only once a year. If capitalism is characterized by anonymous 
market relations, which Hayek and Mises make the sole guarantee 
of freedom, then it can hardly be said that we still have capitalism, 
since all relations have become public. Of course, this is not socialism 
either, at least not in the conventional sense of proletarian-class 
property and unified planning; the name social democracy, taken 
in a non-technical sense, is perhaps the most appropriate. 

It is here that the strategic function in history of what is called in 
German “‘Sozialpolitik’”—reconstruction of the social constitution— 
becomes discernible. Orthodox liberal theory used to hold that, if 
unorganized workers contented themselves with a scanty wage dic- 
tated by the market, the fund for accumulation which is profit would 
be larger, more capital could be formed, more jobs and equipment 


4. Der unbezahlbare Mensch, Berlin 1955. The book is a sociology of the industrial 
plant within the framework of the whole of society and life. 

5. That is the reason why this writer doubts the applicability to modern con- 
ditions of even the theory of games, significant though its progress beyond the older 
theory of imperfect competition has been; there are too many variables, most of 
them unquantifiable, in the picture. 
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produced, and wages would, in the end, rise so much the more 
rapidly. This is genuine collectivist reasoning, demanding as it does 
of the present generation that it should sacrifice its own aspirations 
(like cannon fodder in a war) for the sake of a better future. Nearer to 
the mark than the liberal proposition that we shall all be rich in the 
long run is the Keynesian proposition that we shall all be dead in the 
long run. Society, that is to say cohesion among people, threatened 
to break down under the burden of that economic logic, and some- 
thing had to be done for people at once, even though this might be at 
the expense of capital formation, that is, of the pace of further eco- 
nomic development. Hence, social legislation saved capitalism from 
itself: it secured the social conditions for its final success by raising the 
incomes of labor through labor protection and the right of association, 
and by restoring the rights of man through labor law. A rather more 
remote but no less important concession to labor—and not only to 
labor—is the response to pressure for steadiness of employment, for 
elimination of cyclical fluctuations; this once more saved capitalism 
from itself. It may be added that the growing power of labor organi- 
zations is exerted in the pursuit of different objectives in countries of 
different spiritual and social tradition: purely economic objectives of 
higher and steadier wages in America, more controversial socio- 
political objectives of liberty and responsibility in Germany, e.g. by 
co-determination. 


III 


This picture of western socio-economic life remains incomplete as 
long as we fail to integrate it into the larger context of the world. After 
all, the Soviet system itself is of western origin; it is the protest against 
western capitalism on the same intellectual and spiritual ground. This 
protest is now a hundred years old and is directed against the pure 
capitalism of that time. It caught fire from the two main effects of 
economic control by an unregulated market: in the first place, the 
exploitation of the isolated weak by the strong, and, in the second 
place, the periodic shrinkage of production and income, which con- 
stantly menaces bare existence. On both counts Marxism was right, 
and on both of them Marxist criticism was fully accepted by the 
western world—but without acceptance of the Marxist remedy: the 
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West developed its own remedies, and in so doing preserved and 
widened personal liberty, while Marxism stamped out personal 
liberty in order to stamp out the abuse of it in ways which made for 
injustice and disorder. In any case, Marxism as criticism has become 
an integral part of western life. Its menace, coming at first from 
within and later from Russia, gave the impulsion for the renewal of 
western life, which would never have come about without such 
menace—for as long as everything seems to be running smoothly 
there is no occasion for renewal. On the other hand, the Marxist 
occasion for renewal must not be confused with the grounds of the 
renewal, which lie rather in the West’s unique ability to criticize, and 
rise above, its own failures in fundamental reform, thanks to its 
thousand years of religious education; the “rebirth of liberty under 
God”’, as Abraham Lincoln has put it. Nowhere else in the world are 
there such fundamental reforms—witness the petrification and final 
decay of Asian and African societies. It is this faculty of self-renewal 
which gives us comfort and hope, even in the presence of the grave 
new probiems confronting us now. 

We may say that the western world was vaccinated with Marxism 
and thereby immunized against it. For so thoroughly did this power 
of renewal do its job that Marxism rebounded impotent from the 
countries where it had originated and for which it was designed, and 
was deflected to countries where a budding capitalism of the inordi- 
nate type, very like that of the West 150 years ago, seemed to be 
coming into power. The symbiosis of capitalism with racialist im- 
perialism, however questionable their equation may be on both 
historical and theoretical grounds®, helped to disseminate the new 
program. At any rate, the deflection of Marxism to industrially 
undeveloped countries has not made things easier for the West; as 
usually happens in history, the solution of one problem contains the 
germ of the next one. For Marxism, with brilliant adaptability, 
transformed pre-industrial Russia, where the industrial sector had 
not comprised 5°% of the population, into a formidable industrial- 
military machine; it actualized the dormant power of the Russian 
country and people and gave it direction; and the same thing is now 


6. Cf. my book Wirtschaftssysteme und Gesellschaftssysteme, Tiibingen 1954, 
chapter vi; and an earlier version of this chapter, ‘‘Schumpeter and the Problems 
of Imperialism’’, Social Research, June 1952. 
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happening in China. The organizational principle is quite simple: to 
draw the ultimate consequences from the impersonal collectivism of 
a mechanized world, to measure the value of a man’s contributions in 
economic terms, and to compute maximum efficiency not for the 
single unit of production but for the system as a whole. The fact that 
this is a workable organization, logical in itself, and effective psycho- 
logically through its appeal to professional ambitions and, beyond 
that, either to nationalism or to Marxist pseudo-religion, should no 
longer be denied. Nay, the system may be too logical in its economic 
rationalism, rather like earlier capitalism but without the funda- 
mental corrective which the West has at its disposal in the spiritual 
dimension of its life. Hence the explosion of Titoism, whose appeal 
seems to be spreading from Poland to China, and whose historical 
significance lies in the attempt to grope for a way back to democracy 
from communism and within communist institutions. 

The degree of efficiency attained in Soviet industry is still far 
inferior to that of America. But, of course, the Russian people could 
not be expected to acquire in one generation the familiarity with 
industrial processes which had taken America three to four gener- 
ations to perfect. In other words, this is not simply a comparison 
between capitalist and communist principles but between two in- 
dustrial societies of quite different ages, one older and highly de- 
veloped, the other much younger and less developed. That same 
difference in industrial age, on the other hand, gives the new arrival 
the invaluable advantage of being able to skip the whole painful 
step-by-step development of the pioneering country and imitate, 
with hardly any inventiveness of its own, the most recent technical 
achievements of the West. Moreover, comprehensive economic plan- 
ning is incomparably easier and simpler in the younger country than 
it would be in a highly developed country, where a mistake might 
mean the complete loss of the investment: the young country, still 
having too little of everything, may, at the worst, do things in the 
wrong order but is sure to find a use for everything sooner or later. 
Seen ir this light the tremendous industrial progress of Russia is no 
longer so astonishing. And, after all, the progress of production in 
Germany and other western countries which, like Russia, have to 
make up for the ravages of war, is fully comparable with Russian 
progress. Nevertheless, it remains true that the Soviet development 
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West developed its own remedies, and in so doing preserved and 
widened persona! liberty, while Marxism stamped out personal 
liberty in order to stamp out the abuse of it in ways which made for 
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within and later from Russia, gave the impulsion for the renewal of 
western life, which would never have come about without such 
menace—for as long as everything seems to be running smoothly 
there is no occasion for renewal. On the other hand, the Marxist 
occasion for renewal must not be confused with the grounds of the 
renewal, which lie rather in the West’s unique ability to criticize, and 
rise above, its own failures in fundamental reform, thanks to its 
thousand years of religious education; the “rebirth of liberty under 
God”, as Abraham Lincoln has put it. Nowhere else in the world are 
there such fundamental reforms—witness the petrification and final 
decay of Asian and African societies. It is this faculty of self-renewal 
which gives us comfort and hope, even in the presence of the grave 
new problems confronting us now. 

We may say that the western world was vaccinated with Marxism 
and thereby immunized against it. For so thoroughly did this power 
of renewal do its job that Marxism rebounded impotent from the 
countries where it had originated and for which it was designed, and 
was deflected to countries where a budding capitalism of the inordi- 
nate type, very like that of the West 150 years ago, seemed to be 
coming into power. The symbiosis of capitalism with racialist im- 
perialism, however questionable their equation may be on both 
historical and theoretical grounds®, helped to disseminate the new 
program. At any rate, the deflection of Marxism to industrially 
undeveloped countries has not made things easier for the West; as 
usually happens in history, the solution of one problem contains the 
germ of the next one. For Marxism, with brilliant adaptability, 
transformed pre-industrial Russia, where the industrial sector had 
not comprised 5% of the population, into a formidable industrial- 
military machine; it actualized the dormant power of the Russian 
country and people and gave it direction; and the same thing is now 


6. Cf. my book Wirtschaftssysteme und Gesellschaftssysteme, Tiibingen 1954, 
chapter vi; and an earlier version of this chapter, ‘‘ Schumpeter and the Problems 
of Imperialism’’, Social Research, June 1952. 
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happening in China. The organizational principle is quite simple: to 
draw the ultimate consequences from the impersonal collectivism of 
a mechanized world, to measure the value ofa man’s contributions in 
economic terms, and to compute maximum efficiency not for the 
single unit of production but for the system as a whole. The fact that 
this is a workable organization, logical in itself, and effective psycho- 
logically through its appeal to professional ambitions and, beyond 
that, either to nationalism or to Marxist pseudo-religion, should no 
longer be denied. Nay, the system may be too logical in its economic 
rationalism, rather like earlier capitalism but without the funda- 
mental corrective which the West has at its disposal in the spiritual 
dimension of its life. Hence the explosion of Titoism, whose appeal 
seems to be spreading from Poland to China, and whose historical 
significance lies in the attempt to grope for a way back to democracy 
from communism and within communist institutions. 

The degree of efficiency attained in Soviet industry is still far 
inferior to that of America. But, of course, the Russian people could 
not be expected to acquire in one generation the familiarity with 
industrial processes which had taken America three to four gener- 
ations to perfect. In other words, this is not simply a comparison 
between capitalist and communist principles but between two in- 
dustrial societies of quite different ages, one older and highly de- 
veloped, the other much younger and less developed. That same 
difference in industrial age, on the other hand, gives the new arrival 
the invaluable advantage of being able to skip the whole painful 
step-by-step development of the pioneering country and imitate, 
with hardly any inventiveness of its own, the most recent technical 
achievements of the West. Moreover, comprehensive economic plan- 
ning is incomparably easier and simpler in the younger country than 
it would be in a highly developed country, where a mistake might 
mean the complete loss of the investment: the young country, still 
having too little of everything, may, at the worst, do things in the 
wrong order but is sure to find a use for everything sooner or later. 
Seen in this light the tremendous industrial progress of Russia is no 
longer so astonishing. And, after all, the progress of production in 
Germany and other western countries which, like Russia, have to 
make up for the ravages of war, is fully comparable with Russian 
progress. Nevertheless, it remains true that the Soviet development 
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is of immeasurable significance, as a constant goad to the West and as 
a model for many industrially undeveloped countries. 

Both aspects together dominate the contest of the two giant states 
for the political and economic sympathies of the colored nations. 
These nations derive an extraordinary gain in self-reliance and 
prestige from the very fact of that contest, and any way India and 
China are rapidly assuming the role of genuine world powers. But 
none of these countries has so far displayed creative forces of its own, 
rooted in its own tradition. Neither the more or less stoic philosophy 
of China nor Indian mysticism lends itself to political creativity, 
because both seek the reality of life not in life itself but in a higher or 
deeper layer of existence. It is in biblical tradition alone that the 
spirit is incarnate, thus ennobling the flesh, on the one hand, and 
conditioning spiritual life by the experiences of the flesh, on the other 
hand, so that history is not just a series of accidents but acquires 
religious significance and is taken incomparably more seriously in the 
countries of biblical tradition than elsewhere’—surely too seriously 
today. At any rate, this is the reason why it was from their contact 
with the far younger countries of the West that the ancient peoples, of 
Asia received the impulsion to enter world history; nay, the reason 
why they have to imitate those younger countries in order to make 
themselves independent of them in political and economic respects. 
We western people cannot, of course, venture to conjecture what 
ideas and forces may one day emerge from the ancient store of 
oriental wisdom, to give history a new direction. But for the time 
being, at any rate, the dynamics of the oriental nations is borrowed 
from the West, even where it is directed against the West. For the 
nationalist motive, which still remains the strongest in the world, is 
of western origin, too—and that surely is no reason for special satis- 
faction. 


IV 


Thus it can be seen that we western people today, after all that we 
passed through, are not lacking in grave new problems. We have 
enumerated some of them and will revert to them. Automation 
seems to be invading the world like a viclent flood. From the ravages 


7. Cf. my article ‘Academic Education Today and Tomorrow”’, in Reiigion 
and Culture — In Honor of Paul Tillich, New York 1957. 
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caused by an untamed river it cannot be inferred that its tamed power 
would not be a blessing. But we can tame, that is, regulate automation 
only by a great spiritual and moral effort, which must be a historically 
efficacious, organized effort; it will not suffice to appeal, like the 
atomic scientists, to mankind’s abstract sense of responsibility or to 
hope for wisdom in the education of people for leisure-time activities. 
The probable shortening of work hours is no solution, because the 
increased leisure-time is typically at the mercy of the depersonalizing 
forces of the cinema, television and digests, in which war, crime, sex 
and religion are presented as pastimes and everything depends on 
concealing the tragic greatness of human life. We have also discussed 
the blind expansionist compulsion which has been built into the 
technological structure of industry, more specifically into the size of 
the steel industry, and is calling forth an ever more aggressive adver- 
tising apparatus. What are we to do, in practical terms, to effect the 
necessary change in industrial structure? Here again we need to 
know what our life is to look like; i.e., not abstract ideals but con- 
crete standards of value are what we need. 

Perhaps our excess of productive capacity can be directed into the 
economic development of Asia and Africa; there are among us 
serious-minded people who are earnestly weighing such possibilities. 
But nothing can be done without authoritative standards of value; 
for it is neither morally nor politically tolerable that we white people 
should be forced to become richer and richer while the others are left 
farther and farther behind. A certain measure of industrialization is 
indispensable but the process takes too long. For the pressing problem 
here and now is how to correct the maldistribution of purchasing 
power in the world. The world market is not a sociologically unified 
structure but an accidental conglomeration of heterogeneous struc- 
tures, in which we rich nations can literally snatch away from the 
poor nations what they need, and quite possibly refuse to buy from 
them what they have to sell. How do we conceive, not simply a 
world of ideal brotherliness—that is easy—but, concretely, a viable 
and stable non-communist world? 

This is not a comfortable catalogue of problems, and it is neither 
complete nor profound enough. The question is not whether we 
have solutions—of course we have none—but whether we have the 
strength to will practicable solutions. Within the last hundred years 
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we have had the strength to turn the Marxist threat into a blessing—a 
really great achievement. Within the last few years we have proved 
our strength in the cause of international reconstruction by concrete 
instances for which history knows hardly any parallel: the Marshall 
Plan, the establishment of a free India and Pakistan, the Colombo 
and Point-Four Plans, the Schuman Plan, etc. We cannot prove it 
irrefutably, but it is quite legitimate to think that the great revival 
and readaptation of religious thought, which, kindled by the ca- 
tastrophes of our age and unmatched for two hundred years, is 
proceeding everywhere in the West in the midst of noise, confusion 
and a religious “‘boom’’, is causing the sources of creative power to 
flow once more. We cannot pretend to optimism but we have no 
grounds for despair either. There are frightening problems ahead of 
us but there are also frightening problems behind us. Perhaps we may 
somehow succeed. 


New School for Social Research EpuARD HEIMANN 
and Union Theological Seminary, New York 
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The general point of view of the above paper is put forward in my book 
Vernunftglaube und Religion in der modernen Gesellschaft (Liberalismus, Marxismus und 
Demokratie ), Tiibingen 1955, in which many of the points are worked out in detail. 


SUMMARY 


Constantly and rapidly rising productivity has enabled capitalism, in accordance 
with its original promise, to solve the social problem by virtually abolishing poverty, 
at least in America. But the strain which the concentration of all energies on the 
one goal of technical efficiency imposed on the cohesion of society might have 
been ruinous if democracy had not restored man, the producer, to some dignity 
by labor law and the higher wages provided for in the collective contracts, while 
at the same time these wage rises and social security widened and bolstered up the 
market. 

One hundred years ago and again in the great crash of the 1930’s, Marxism 
had offered its alternative to the social and economic disorder for which the 
unregulated liberty of early capitalism was responsible: to stamp out liberty 
altogether in order to stamp out its abuses. The West’s answer was full acceptance 
of the criticism without accepting the remedy ; the West developed its own remedies 
within the framework of liberty, in that type of fundamental ‘‘reform’’, of creative 
self-renewal, which in the great crises of history flows from the Christian doctrine 
of ‘rebirth of the spirit’’ and is as inaccessible to Marxist economic rationalism 
as to Chinese stoicism and Indian mysticism. 

So thorough was the West’s self-correction that Marxism rebounded from the 
industrial countries, in which it had originated and for which it was designed, 
and, having missed its effect there, was pushed off to the industrially undeveloped 
countries, Russia and China, building them up into formidable industrial-military 
machines, with efficiency computed for the system as a whole rather than for the 
single unit of production. As incentives it is using nationalism, the appeal of its 
own pseudo-religion, and the furious protest against the Western imperialism 
which had lived in symbiosis with capitalism and has left its legacy in the form 
of an intolerable maldistribution of purchasing power in the world market. 

The West, which has begun to demonstrate its own creative imagination in 
dealing with a number of international problems of a more limited nature, is thus 
confronted with new problems on a formidable scale, in addition to the unsolved 
human and social problems following in the wake of its own most recent scientific 
and technological developments. 


ZUSAMMENFASSUNG 


Tendenzen und wirkende Krdafte in einer sich verdndernden Welt. Die standige und rasche 
Erhéhung der Produktivitat hat den Kapitalismus in Ubereinstimmung mit seiner 
urspriinglichen Verheissung in den Stand gesetzt, die Armut praktisch zu iiber- 
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winden und damit das soziale Problem zu lésen, zumindest in den Vereinigten 
Staaten. Aber die Spannungen im Zusammenhalt der Gesellschaft, welche aus 
der Konzentration aller Energien auf das eine Ziel der technischen Leistungs- 
fahigkeit resultierten, hatten ruinés sein k6nnen, wenn nicht die Demokratie die 
Wiirde des Menschen als Produzent wieder hergestellt hatte durch Arbeitsrecht 
und in Kollektivvertragen geregelte hGhere Léhne, wahrend zugleich diese Lohn- 
steigerungen und die «soziale Sicherheit» den Markt ausgeweitet und gestiitzt 
haben. 

Vor hundert Jahren und dann wieder in der grossen Depression der dreissiger 
Jahre hielt der Marxismus gegeniiber jenen durch die uneingeschrankte Frei- 
heit des Kapitalismus verschuldeten mangelhaften sozialen und wirtschaftlichen 
Verhiltnissen seine Alternative bereit: der Freiheit ein Ende zu setzen, um deren 
Missbrauche zu verhindern. Die Antwort des Westens war die véllige Annahme 
der Kritik, ohne indessen das Heilmittel zu akzeptieren; der Westen entwickelte 
vielmehr seine eigenen Hilfsmittel im Rahmen der Freiheit: jene Art grundsatz- 
licher «Reform», schépferischer Selbsterneuerung, welche in den grossen Krisen 
der Geschichte aus der christlichen Lehre von der «Wiedergeburt des Geistes» 
fliesst und die dem marxistischen 6konomischen Rationalismus ebensowenig zu- 
ganglich ist wie dem chinesischen Stoizismus und dem indischen Mystizismus. 

Die Selbstberichtigung des Westens war so griindlich, dass der Marxismus von 
den industriellen Landern, wo er seinen Ausgang nahm und fiir die er bestimmt 
war, unwirksam zuriickprallte und nach den industriell unentwickelten Landern 
Russland und China abgestossen wurde, aus denen er eine formidable industriell- 
militarische Maschine machte, wobei die Leistungsfahigkeit mehr auf das System 
als Ganzes ausgerichtet wurde als auf die einzelne Produktionseinheit. Als Anreiz 
verwendet der Marxismus den Nationalismus und die Anziehungskraft seiner 
eigenen Pseudo-Religion sowie den heftigen Protest gegen den westlichen Impe- 
rialismus, der mit dem Kapitalismus zusammengelebt hat und dessen Vermachtnis 
eine unhaltbare Falschverteilung der Kaufkraft auf dem Weltmarkt ist. 

Der Westen, der begonnen hat, seine eigenen schépferischen Fahigkeiten bei 
einer Anzahl von internationalen Problemen von beschrankter Natur unter Beweis 
zu stellen, sieht sich so neuen Aufgaben von betrachtlichen Ausmassen gegen- 
iiber, zusatzlich zu den ungelésten menschlichen und sozialen Problemen, die sich 
aus seinen eigenen wissenschaftlichen und technologischen Entwicklungen der 
jiingsten Zeit ergeben. 


RESUME 


Tendances et forces agissantes dans un monde en transformation. L’accroissement constant 
et rapide de la productivité a mis le capitalisme en mesure de vaincre pratiquement 
le paupérisme, conformément a sa promesse originelle, et de résoudre ainsi le 
probléme social, cela tout au moins aux Etats-Unis. Mais les tensions qu’a imposées 
a la cohésion de la société la concentration de toutes les énergies vers le seul but 
de l’efficacité technique auraient pu étre ruineuses, si la démocratie n’avait pas 
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restauré la dignité de l"homme, en tant que producteur, par la législation du travail 
et par des salaires plus élevés réglés au moyen de contrats collectifs, tandis que 
simultanément ces augmentations de salaires et la sécurité sociale élargissaient et 
soutenaient le marché. 

Il y a cent ans et 4 nouveau durant la grande dépression des années 1930, le 
marxisme a oOffert sa solution, face au désordre social et économique dont était 
responsable la liberté illimitée du capitalisme: mettre un terme 4 la liberté afin 
d’en empécher les abus. La réponse du monde occidental fut d’accepter inté- 
gralement la critique mais non pas le reméde préconisé; l’Occident créa ses propres 
remédes dans le cadre de la liberté, 4 savoir ce type de «réforme» fondamentale, 
d’auto-renouvellement créateur qui, dans les grandes crises de l’histoire, découle 
de la doctrine chrétienne de la «renaissance spirituelle» et qui est autant inacces- 
sible au rationalisme économique marxiste qu’au stoicisme chinois et au mysti- 
cisme hindou. 

L’auto-correction de l’Occident a été si compléte que le marxisme a rejailli 
inefficacement des pays industriels, ou il a débuté et pour lesquels il était destiné, 
pour gagner les pays industriellement sous-développés, la Russie et la Chine, dont 
il fit une formidable machine 4 la fois industrielle et militaire, avec une capacité 
de rendement calculée davantage pour I|’ensemble du systéme que pour une seule 
unité de production. Comme stimulant, le marxisme utilise le nationalisme et la 
force d’attraction de sa propre pseudo-religion ainsi que les violentes protestations 
contre l’impérialisme occidental qui a été associé en symbiose au capitalisme et 
dont l’héritage est une inégalité intolérable dans la distribution du pouvoir 
d’achat sur le marché mondial. 

L’Occident qui a commencé a démontrer son propre pouvoir créateur dans 
un certain nombre de problémes internationaux de nature beaucoup plus limitée 
est ainsi placé en face de taches nouvelles, 4 une vaste échelle, en plus des 
problémes humains et sociaux non résolus qui découlent de ses propres développe- 
ments scientifiques et technologiques de ces tout derniers temps. 





THE BUSINESS ENTERPRISE 
AS A SUBJECT FOR RESEARCH: 
A COMMENT* 


Professor Bowen is Chairman of a Committee on Business Enterprise Research 
which the Social Science Research Council appointed in order to encourage the 
tendency for economics, sociology, and psychology to find a meeting ground in 
research in this area. This pamphlet results from a preliminary survey by Bowen 
in order to try to “‘delineate the field of research into the business enterprise, to 
describe important research topics, and to indicate the possible role of various 
disciplines...’’. The first chapter is a short survey of the field in general, paying 
most attention to the importance of the subject to economics and to the scope for 
social psychological research. 

Bowen explains the issues affecting the empirical validity of the economic 
theory of the firm which both attract and arise from current controversies. It 
appears that the Committee would endorse the view of many economists, reported 
by Bowen, that economists ‘‘are approaching a dead end in their effort to erect 
increasingly elaborate theories upon traditional assumptions concerning business 
behaviour and motivation’’, and that ‘‘economics will be significantly advanced 
only by introducing more fruitful postulates and testing the resultant hypotheses 
against empirical data’’. 

There is surprisingly no reference to one problem in this field—the tendency of 
some theorists to regard empirical research as the proper concern of lesser endowed 
mortals. In Britain and the u.s.a. alike one comes across evidence that such an 
attitude on the part of some seniors is infecting younger ‘‘model builders”’ in a 
way which must trouble anyone who believes that big advances in economics 
have come and will come from persons whose theorizing has been thoroughly 
informed by relevant practical curiosity. One very attractive aspect of Bowen’s 
Committee’s work is that it may help to convince younger economists that the 
business enterprise offers such useful scope for combining theory with experience 
that they need not mortgage their future by being resolutely “‘pure”’ or deter- 
minedly “‘applied”’. 

Economists have been conditioned to think in terms of social aggregates; 
research into the behaviour of individual units calls, Bowen thinks, for the use 
of techniques from psychology and sociology especially and the interest of econo- 
mists has already led specialists from these sciences also to begin to pay attention 
to the firm. But a very relevant question here is whether the economist as such will 
not still have to construct his own techniques: he wants in the end to reach broad 
decisions which economic analysis can use and must always be asking himself how 
far the behaviour he observes is “‘typical’’; and the analysis with which he supports 


* A review article of Howarp R. Bowen: The Business Enterprise as a Subject for Research. Social Science 
Research Council, Pamphlet 11. New York 1955, 111 p., § 1.25. 
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his judgement is itself a research result. His whole attitude of mind will tend to 
diverge from that of other social scientists. Of course, the collaboration and 
contact with them to which Bowen’s Committee looks forward would be of great 
value; even so a conflict of presuppositions is the most fruitful cause of irritations 
and even of sterility. It may still be desirable that a particular inquiry should be 
quite definitely economic, or psychological, etc. and that an appropriate scientist 
be in charge of the research. Joint supervision by disparate specialists needs very 
careful handling; the greater the eminence of the specialists on controlling com- 
mittees the bigger may be the obstacles which such bodies will unconsciously put 
in the way of any real contribution to any one subject. 

But this looks beyond the present report. The Committee is quite right in its 
feeling that the business unit provides a special sub-field of social science in which 
all existing specialists may work and where they should be given the maximum 
opportunity for cross-fertilisation—provided that room is left for the anarchist 
who obstinately wants to work within the limitations of his own presuppositions 
and experience. Such a man will at any rate read wherever he may expect to find 
something useful. 

The closely technical economist will find the section on social psychological 
research interesting with its quite distinct approach to the question of decision- 
making and its view of the firm as a complex structure from the point of view of 
motivation and the behaviour of groups and so on. The remainder of the chapter 
calls attention to the possible scope for political scientists, to the important data 
which students of business administration have assembled for their own needs and, 
particularly, to the potential theoretical importance of linear programming 
techniques. The very brief—if grateful—reference to business history is perhaps a 
little surprising. It could be cogently argued that if the natural tool for aggregate 
analysis is statistics, that for the microeconomist is biography; accordingly the 
crucial training for the economist in this field may be that of the historian. 
Here again, the desire to avoid the label of ‘‘economic historian”’ has too often 
headed off the young economist from a field which he might find peculiarly re- 
warding. 

The second chapter offers a framework of the theory of the firm as a social 
institution. The importance of the group concept is once more emphasised and 
this leads to a discussion of the possible approaches to the location of power—as 
authoritarian or ‘‘diffused’’. The author selects the former as the most useful for 
research purposes and then proceeds to a detailed classification of the variables 
arising from the overt actions of firms or from their environment or internal 
structures and circumstances. A useful distinction between social sciences is 
suggested in terms of how far they seek the conditions underlying variables taken 
as basic by other disciplines. What will strike anyone with a continuing association 
with particular businesses is that no use is made of the convenient concept 
of “‘policy’?; such a concept makes it possible to eschew the rigid distinction 
between centralized authority and member groups; it also makes it possible to 
understand the sense in which such and such a business is a firm from the 
abstract economic point of view. The subject of policy therefore provides a con- 
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venient framework for a good deal of the early stages of work on an individual 
business. 

This chapter has an appendix in which two of Bowen’s colleagues offer their 
comments. Professor George Katona points out justly that Bowen has been much 
concerned with the view-point of traditional economics and outlines an approach 
to decision-making which makes more explicit an allowance for the intimate 
interaction between internal and external circumstances and he asks for more 
stress on ‘“‘norms’’, goals, motives and expectations. The above remarks on the 
importance of “‘policy’’ probably derive partly from a similar reaction. Katona 
raises the important question of methodology which Bowen has deliberately 
omitted; he finds the possible bridge between micro-studies and the statistical 
study of large aggregates in the sample survey. In view of the use which has been 
made of such surveys it would indeed have been useful to have had some discussion 
of their methodology. It may be added that experience both in Britain and in the 
u.s. A. has shown that this may be a high productivity outlet for cooperative work 
by senior teaching economists with little time for more intensive individual 
research. Katona ends with some acute remarks on the interaction between theory 
and research; he points out that the fact that the validity of hypotheses does 
not depend on the realism of assumptions is beside the point now when we 
are deliberately trying to improve existing theories because they have proved 
poor predictors. We need “more and better theory” and to cling obstinately 
to what is felt to be elegant simplicity may prevent us from finding the simple 
truth. 

Professor Herbert A.Simon sketches the framework of a broad approach to 
the firm as a formal social organisation. He would like more attention to “‘psycho- 
logical mechanisms and processes’’ than to traditional economic categories. Such 
an approach would give the widest joint scope to the various social scientists 
interested in the individual enterprise. One would like to see Simon follow this 
up with a detailed case study which he could do better than most of us. It would 
be useful to have examples of such more widely-based studies. But meanwhile the 
narrower professional work of economists must go on; the theory of the firm is of 
crucial importance to them and perhaps other scientists will benefit from more 
strenuous—even if narrow-minded—work here; certainly until this task is 
farther advanced they will not find economists as interested as perhaps they 
should be in considering the business enterprise from a wider point of view. 
Bowen’s apparent bias may better suit the ends of those who are in fact doing 
research into individual businesses as economic entities. Simon ends with a 
profound remark: ‘‘The best we can hope for from the theory of the firm in the 
present state of knowledge is that it be productive enough of research suggestions 
to guarantee its own obsolescence in a short time’’. That is true, but must we not 
also hope that no research worker believes it? To pursue this point further would 
take us too far into a discussion of the circumstances which set free the creative 
imagination on which original research depends. 

The third chapter of the pamphlet struck this reviewer as the most important 
although by its nature it is the most difficult to summarise. It runs over the whole 
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lo field in terms of research areas!. For most of them the author lists important 
questions which might be investigated. This is most valuable and should be 
ir | presented to the young research worker both at the beginning of his work when 
h he will be trying to select his precise subject and later, when he will be more ready 
for it perhaps, when he is trying to organise his experience in a way that others 
€ will find useful. At the same time those with experience in this kind of research 
e | should certainly not pass this chapter by. Maybe most of the questions will have 
e | occured to them already but here they are, stimulating in themselves and each in 
a the context of other questions which interest Bowen; any one suggests a whole 
y family of related questions. If this pamphlet is read as it deserves to be this part 
il will probably be the most directly productive. 
n Bowen ends with a briefer consideration of general research areas, covering 
objectives which require a study of more than one of the variables about which his 
e questions have been asked. With these he transcends the problems which will 
k directly concern individual workers and looks at the universe which may properly 
al concern those who stimulate research work in this field. If more could be said, for 
y example, about the probable impact of empirical research on the firm on such a 
°S subject as the postulate of profit maximization we should be at a more advanced 
e stage than we are. Bowen has not wasted much time drawing up plans for ideal 
homes when the units which will determine the fundamental modulus of their 
y architecture have yet to be devised. 
le In his conclusions Bowen stresses once more the room there is for all sorts of 
labourers in this particular vineyard and ends with three strong recommen- 
0 dations—that greater emphasis should be given to empirical studies of the business 
)- enterprise; that, within this, more attention should be given to specific and 
h detailed studies; and that there should be provision for closer and more frequent 
ts | communication among scholars concerned with the research. We perhaps should 
is be wary about this last just because it is so important. Organised and endowed 
d social research makes it increasingly difficult to strike a happy balance between 
€ reporting on what one would like to do and getting on with doing it. Increased 
of facilities to publish the kind of studies required by Bowen’s second objective 
e might be what we should best aim at at present. We should make consultation 
is between scholars easier in itself without adding to the litter of organised confer- 
y ences which already take up so much time in the social sciences. 
v Bowen has attached a selected bibliography which must contain items which 
g any one reader will have overlooked and it is no criticism to say that it is not 
a complete. The attempt to organise it by sub-topics, however, does seem much 
ie more open to criticism; it is to be hoped that a reader interested, say in “‘margin- 
1S alism’’ will not think that the fourteen references given under that heading list 
at all the relevant works given in the bibliography itself. The very useful biblio- 
d graphical remarks given in footnotes show what a useful work of this kind Bowen 


1. Turnover, products, location, plant and equipment, current assets, short-run output, methods of 

production, vertical integration, research, marketing, purchasing, price policies, relations with competitors, 

it community activities, cost conditions, governmental controls, social pressures, influences of other firms, 
internal organisation, decision-making, components, characteristics and obligations of the firm, overall 
results, explanation of internal conditions—to list most of Bowen’s headings. 
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could have performed. But he should not be encouraged to do it; clearly we are 
sufficiently in his debt by the present result of his pausing from his own researches. 
From the point of view of our science (the reviewer writes as a narrowminded 
economist) a person who asks questions in such a way should be cherished and 
discouraged from giving too much time away from actual research or its direction. 
Meanwhile he and his Committee are to be thanked for the active catalyst they 
have produced to quicken the reactions in other people’s researches. 


Nuffield College, Oxford (United Kingdom) P.W.S. ANDREWs 
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MODEL-BUILDING AND REALITY: 
A CASE IN POINT* 


Occasioned by the considerable unemployment of the thirties, a series of Swedish 
government reports appeared at that time, all dealing with the problem of un- 
employment. These reports became of marked importance for Swedish economics, 
and in some measure for those of Scandinavia as a whole. Together with a number 
of other treatises, they constitute the doctrine of what came to be known as the 
Stockholm School. 

Thus it is in accordance with Swedish tradition that a new series of valuable 
treatises on economic theory have made their appearance from that country in 
the guise of reports. But the main theme of the series is a new one, in line with 
the new problems of economic life. The crux of the matter is now to combine stable 
value of money with full employment. 

Up to the present (the autumn of 1956), three volumes have appeared, the 
one to be discussed being the second?. That this book appears as a report should 
neither tempt anybody to read it nor discourage anyone from doing so. Its contents 
have nothing to do with the topics traditionally handled in reports, nor with the 
traditional style in which reports are written. It deals exclusively with economic 
theory. 

The author has divided his book into three main parts: an introductory section 
called Allmén Finansteori, followed by two sections called respectively Mikroekonomisk 
Finansteori and Makroekonomisk Finansteort. Microeconomic financial theory deals, 
in the first place, with the effects of taxes on the planning of consumption and 
saving by households. In addition, the reactions of enterprises and organizations 
are discussed—albeit rather vaguely. In the macroeconomic part models of the 
total effect of the interference caused by financial policy are set up. The author 
proceeds deductively, using the method of decreasing abstractions. 

Presumably it has not been the author’s intention to write a textbook, either 
for politicians—my guess is that less than ten of the members of the Swedish 
Parliament will be able to read it, and I doubt whether any of them will do so—or 
for students (all the elementary material is left out). This is a book intended for 
the writer’s colleagues. 

This book will be noted for the lucidity with which the analyses are carried 
out. The author’s strong point is undoubtedly his natural gift for logical expression. 
And his colleagues will shake their heads (I dare not think of the head-wagging 
among politicians, should they happen to read the book) at the author’s lack of 
interest in the actual structure of our world, and—what is more—at his contempt 
for the inconvenient facts of this world that have so often tended to reduce the 


* A Comment on Bent Hansen, Fii iska teori (Penningvardeundersékningen, del 1). 


Uppsala 1955, Almqvist & Wiksell. 403 p., SKr. 10.-. 
1. The two other papers are Bent Mere tvs, Utlandstransaktionerne i den svenska ekonomin, Stockholm 1955, 
and Lars LinDBERGER, Jnvesteringsverksamhet och Sparande, Stockholm 1956. 
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theory of economics to a kind of plaything, only fit to serve as an exerciser of the 
mind, etc. 

The author’s lack of concern with realities and of a sense of reality is manifest 
all through the book. Some instances, of a more general interest, may be men- 
tioned here. 

In the first chapter of the book the author considers the aims of economics 
and the means at its disposal. As his starting-point he takes a pattern consisting 
of n equations containing m parameters 


(a1, -++) 4m) 
and determining the value of n unknown quantities, prices and quantities, 


CH incase 
Accordingly 


Dy (x1, .. +5 Xmy Al; «+09 Am) = O 


Now Bent Hansen’s conception of the political aim is that a few of the x-es must 
represent definitely fixed quantities, whereas the rest are left out of consideration 
and may stand for any quantities what so ever. His conclusion is that usually we 
must have the same number of means (parameters) as of aims. If we accept the 
above-mentioned conception of the nature of political aims, I doubt whether any 
serious objection can be raised either against the author’s elucidation of the matter 
or zgainst the conclusions he arrives at. But his conception of political aims is, 
to my mind, quite unrealistic. 

In the first place, the political aim in our western world hardly ever sets 
definite figures for certain economic data (prices or quantities) ; on the contrary, 
it intends them to lie within certain limits. Nor are the remaining economic data 
neglected; but, in their case, either the limits within which the economic data 
have to lie are further apart or else the quantity in question does not, under the 
given circumstances, lie close to the margin. The art of economic policy, then, is 
to make all economic quantities lie within their tolerated limits. 

Furthermore, the aims are not independent of each other. This is especially 
the case with what might be called index aims, where the problem is to work out 
a system of prices and/or quantities serving to ensure that certain indices of prices, 
employment, etc. fall within certain fixed limits. Ends of this kind can be attained 
with a very great number of combinations of prices and/or quantities. 

Sometimes one gets the impression that the author, by a particular aim, has 
such an index in mind. This is impossible, however; the parameters of his pattern 
cannot influence an index, but only the prices and quantities that form part 
of the index. 

If the author did not conceive the aims as exact quantities, but as limits, and 
as being highly dependent on one another in that the attainment of one aim in one 
particular way (for instance, a low price within the limit) changes the other aims 
as well, because this is a question of an index aim, then his theorem about one means 
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for each aim becomes a dead issue. The aims are numerous and can be attained 
by a much smaller number of means, owing to the fact that the sole purpose of the 
aims is to keep prices and/or quantities within certain limits, and that these often 
“of themselves”’ fall within the tolerated limits. The art then consists, among other 
things, in finding means which do not carry any of the other, perhaps not specially 
emphasized, aims beyond their tolerated limits. 

Let me cite quite a different example of the author’s irresponsibility with 
regard to the question whether his premises correspond to the reality surrounding 
us. In his treatise he divides the agents—apart from the state and organisations— 
into two large groups, namely, enterprises and households, whose courses of action 
are conceived as being mutually independent. This, again, is quite unrealistic. 
Within many trades, including those carried on in Sweden, the two courses of 
action are closely connected. One example will suffice: in agriculture, domestic 
labour-saving devices are procured on a large scale dictated by the wish to make 
the working power of the wife available for farming. Daily consumption arrange- 
ments are also largely determined by the fact that the two spheres are not separated 
which again is of importance for the effects of taxation. 

As a third example of the lack of interest taken in the unpleasant facts of this 
world, it may be mentioned that the writer, when discussing how far the different 
means are qualified to attain the political aims, counts on the full foresight into the 
future on the part of the authorities. But real life is not like that. On the other hand, 
there is political relevance in analysis of the measures to be taken when the actual 
economic data do not fall within the desired limits and it is necessary to correct this 
tendency, and to doso without causing other economic data to fall outside the limits 
set for them. The two ways of posing the problem may not lead to very different 
results, but Bent Hansen’s is unrealistic and leads him to overlook the mutually inter- 
dependent problems of speed and dosage: how long will it take to bring about the 
desired state of things, and how big.a dose of the means will have to be used to 
attain the aim within a fixed time? Sometimes an overdosing is needed to get a 
quick result; but then measures must be taken to counteract the effects of the over- 
dose. Generally speaking, the entire analysis is static in its nature: where not 
actually omitted, discussion of the speed with which the different means take 
effect is not very profound. 

As a fourth and last example, let us take the choice of index. As his index for 
the price-level, the author chooses one which includes indirect taxation but not 
direct taxation. He does so, although he himself realizes how arbitrary and ques- 
tionable this is. But this choice cannot answer the purpose if the matter is to have 
any touch of reality. His conclusion then is that a general turnover tax and a 
proportional direct expenditure tax will differ in their effect on the price level. 
After all, the aim of economic policies is not so foolish and formal as that. 

This book is characterised by very great thoroughness and competence in the 
analyses of the models and by great indifference to the question whether the 
models chosen represent anything cardinal in economic reality. 

In some instances this procedure leads to analyses of great value. Thus I find 
Bent Hansen’s statement of the differences between the effects of direct and indirect 
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taxation most valuable. His conception of the rate of taxation as supplementing 
the rate of interest is, so far as I know, original and most productive. 

In other instances, where the author cannot draw upon the experience of 
others, his book becomes very formal, and the reader is not told much more than 
that anything may happen. Not many readers, I think, will be the wiser for his 
statement of the relation between the supply of labour and taxation. 

Taking the road of decreasing abstractions has led him, along with so many 
others, to begin with the closed economy and finish with the open; but as a model 
of the latter he chooses an extreme case—an economy 4a la Hong Kong or Tangier. 
In this analysis he enters only superficially into the problem of the open economy. 
This is deplorable, indeed, for there is no getting away from the fact that the main 
problem of the small countries (not Hong Kong, but Sweden, Denmark, Switzer- 
land, etc.) is how—with fixed or only occasionally varied rates of exchange—a 
stable or fairly stable price-level is to be maintained. This problem is scarcely 
touched upon, perhaps because the author appears to attach prime importance 
to the relation between the prices of goods from the home market and the prices 
of goods from foreign countries. But the determining factors must be the domestic 
level of costs (particularly the wage-level) and the prices determined by foreign 
countries. Changes among these lead to changes in quantities imported and ex- 
ported. After all, we who live in the small countries of Western Europe have fixed 
rates of exchange or rates which very seldom vary, whereas the prices in the 
surrounding countries steadily rise. 

This book belongs to that school of economics which aims at providing a 
collection of models. Among such books, this one is of great elegance and quality, 
perhaps the finest in the borderland between economics and fiscal policy. 

On their way to wider knowledge and better analyses, economists have to use 
models as perhaps their most important tool. But, unless the basic assumptions 
for these models are in accordance with realities, the models will be of no use for 
politicians and often misleading for fellow-economists. There are signs that pure 
model-building may bring us a longer step forward but may also lead us further 
astray and more often leave us bogged down in pure formalities than the old- 
fashioned mixture of induction and deduction prevailing in, for instance, the old 
Stockholm School. 

Readers of this review may easily get a wrong impression of the book in ques- 
tion. Let me add then, that of its kind—i.e. books analysing rather arbitrarily 
chosen models—it is one of the finest and best sustained. 


Copenhagen University (Denmark ) KyeLp PHILie 
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DISCUSSION 


National Income, Capital Formation and Natural Resources—A Comment 


Dr. Barnea, in a recent article, has made a number of proposals for amending 
present national income calculations to take into account the capital value of 
newly-discovered natural resources. Firstly, he believes, the whole value of new 
natural resources should be included in the capital formation estimate of the time 
period in which the discovery is made. Secondly, as natural resources are used up 
in each time-period, allowances for this depletion should be made as a cost item. 
Thirdly, a capital formation series calculated thus should in some way be incor- 
porated into national income estimates. 

My main criticism of Dr. Barnea’s views arises out of the narrowness of his con- 
ception of natural resources. When the definition is widened, as it surely must be, 
his central proposal that “‘new”’ natural resource should be included in capital 
formation estimates can be pushed to absurd limits. To begin with, however, 
several criticisms of his proposals can be made, keeping within his own narrow 
concept of natural resources. 

Let us look at the first proposal in the light of the purpose for which a national 
product estimation is normally prepared. National product is supposed to indicate 
the quantity of goods and services which become available to a natien in a given 
unit of time. Its numerous breakdowns show us the allocation the community 
makes between different uses. To do this, the total quantity must be immediately 
“usable’’ in the sense that the community can consume (i.e. destroy) as much as 
it likes, including all, of this product. (Product in the form of, say, machines can be 
consumed in the sense that they are worn out in the period of time we are consi- 
dering.) Now sub-surface minerals, which Dr. Barnea would include, are not 
currently ‘‘usable’’, and the basic meaning and purpose of national product 
accounts would consequently be contraverted. They should be included as they 
become usable, i.e. mined and ready for consumption, and the u.N. procedure to 
this effect seems to be correct. 

Dr. Barnea’s second suggestion, that depletion of natural resources should be 
allowed as a cost, can stand independently of his first point. Even if we include the 
value of natural resources in national product only as they become ‘‘usable’’, 
should not depletion year by year be included as a cost? In reply, we may ask why 
we should consider this depreciation as a cost in the case of, say, a U.s. mining 
company when, for another u.s. company owning a stock of machines, depre- 
ciation is not so counted in national product calculations. If we kept current v.s. 
depreciation pactice for some firms but introduced Dr. Barnea’s for others, we 
should have a most confusing situation as to whether our figure constituted national 
product gross or net. 

If we take Dr. Barnea’s first and second proposals together, we arrive at a 
rather odd result. It seems that if a new mineral field were discovered, Dr. Barnea 

1. Kyklos, Vol. 1x (1956), No. 3, p. 360 ff. 
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would include its value, at “‘international standard prices’’, in the current year’s 
national product, and count its depletion as a cost in each year as it was actually 
depleted. Suppose a new petroleum field is discovered worth $ 1000 mn. at a cost 
of $ 50 mn. (excluding income payments) for exploration and mining. It is 
exploited at a constant rate to exhaustion in 10 years, costs (excluding income 
payments) being $10 mn. per year. The net effect on national product would 
be (in million dollars) : 


Current Year end Year 3rd Year 


Valueof product... 6 6 3 ss 1000 o ce) 
ee er oe ar ae a ee ee 60 10 10 
Net addition to national product . . 940 —10 —10 


The current conventions would produce the following result: 


Current Year end Year grd Year 


WOMGG Gl OOOGNEE 6k 6 ke we es 100 100 100 
SO ae eae ee a ae ee eee ee 60 10 10 
Net addition to national product . . 40 go go 


The current approach seems a more sensible treatment. For one thing, we 
could allow for price changes in years following the discovery. How would 
Dr. Barnea adjust his series if, a few years after the current year in which he had 
allowed for the full value of the oil discovery, oil became obsolete and worthless, 
and exploitation ceased? 

So far I have remained within Dr. Barnea’s own interpretation of “natural 
resources’’. It seems to him to include only extractable minerals: metals, fuel, 
building minerals. This seems quite unjustified. All primary industries at least, 
have as inputs some resources provided by nature. Allowing his exclusion of land, 
we must include such “‘free’’ goods as fish, forest products, and in some way, sun 
and rain. There is no reason to single out minerals alone: fish are equally potential 
consumable wealth—but, like minerals, not so until brought, by the use of labour 
and capital, into a ready consumable form. Dr. Barnea must include these things 
if he would include minerals in current capital formation, once they are known to 
exist in exploitable form. What he wishes to do is to count potential wealth as 
current wealth. Let us see the results of doing this when the conception of natural 
resources has been suitably widened. 

We should define potential wealth by two criteria: that it is known to exist, and 
that methods of exploiting it are known. Now a host of difficulties arise over when, 
in any particular case, both criteria are satisfied, which I do not intend going into. 
The point I do want to make is that using these two fairly strict criteria, some po- 
tential wealth is limitless. Atomic energy is a good example. We know atoms con- 
tain unreleased energy, and we know how to release it in the case of a good many 
materials. So if one attempted to include this potential wealth, one would have a 
virtually infinite capital formation figure, at least in those years discoveries were 
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made. Water would provide another example; it is mentioned by Barnea as a 
natural resource: it is known to exist, we know how to process it for various uses, 
and it is virtually limitless. Note that the enormous cost of bringing a potentiality 
to consumable form does not affect the principles involved here. Dr. Barnea, it 
seems, would include them as soon as they were known to exist irrespective of this. 

If one really tried to include discovered or ‘‘ potential’? natural wealth re- 
sources in capital formation or national product, we would in the initial period and 
later ones when great discoveries were made, have a near-infinite figure. This seems 
absurd. The figure for any year would simply reflect chance discoveries, not the 
year’s economic activity. The capital formation series over a number of years and 
the national income series if this capital figure were included in it, would become 
quite erratic, and its value as an indicator of growth and cyclical movements in 
the economy would be completely lost. The series would not tel! us what was 
becoming available to the community for use year by year, but merely what might 
become available at some unknown date to our descendants. 


University of Sheffield (United Kingdom) Douc.as DossER 


A Rejoinder to Mr. Dosser’s Criticism 


In my article I intentionally avoided a detailed discussion of the various categories 
of natural resources and how to deal with them statistically. I put the stress on 
the insufficiency of the concepts used by Keynes and employed in national income 
statistics, and finally I tried to show how wrong our results are because natural 
resources are excluded from capital formation. 

Mr. Dosser has avoided a discussion of the concepts and concentrated on the 
possible difficulties in the statistical application of my suggestion. He has also tried 
to show that the current statistical methods produce satisfactory results. My 
rebuttal to Mr. Dosser’s comment falls under the following headings: 

(a) Current national income statistics; 

(b) potential wealth—current wealth; 

(c) the time factor; 

(d) price changes and obsolescence; 

(e) depletion and depreciation; 

(f) the purpose of the discussion. 


Ad (a) Current National Income Statistics 


Mr. Dosser’s main point is his assertion that the “‘current approach’”’ is satisfactory. 
His proof consists of two constructed examples, one for the present practice and 
the other for my proposal, as Mr. Dosser understands it. I believe that both con- 
structed examples are wrong. In order to prove my point, I have prepared in the 
Appendix a short analysis of the treatment of petroleum and natural gas produc- 
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tion in the United States national income statistics. The compressed analysis, 
which does not cover all points, brings out clearly how unsatisfactory and contra- 
dictory the ‘‘present approach’’ is. It reinforces the conclusion of my analysis that 
national income statistics based and shaped on concepts which recognize only 
man-made goods and commodities cannot, in their present form, measure the 
economic significance and contribution of natural resources to capital formation 
and national income. 

As to the exact statistical methods for applying my suggestions, I have no space 
to describe and discuss them. I also believe that they are not decisive for the issue 
because, if my criticism of the concepts is right, the methods of improving or 
changing the statistics may vary. 


Ad (b) Potential Wealth—Current Wealth 


I have nowhere suggested the inclusion in capital formation of “‘potential wealth” 
or unproven and undeveloped resources. Indeed, economic studies on natural re- 
sources always make, and rightly so, a sharp distinction between proved and 
potential reserves. Proved reserves are reserves fully explored and ready for pro- 
duction. I maintain that such proved reserves are assets, which are used or not 
used according to demand and supply, are traded in and are part of the current 
wealth and capital of a country. 

I have no room left do deal with other categories of natural resources mentioned 
by Mr. Dosser. They have different technical and economic characteristics and, 
accordingly, require different treatment for economic analysis including national 
income statistics. I will give only one example. In country x, endowed with favour- 
able water-power conditions, the installation of one kw of hydro-power capacity 
costs $100, whereas in country », poor in energy resources, unfavourable water- 
power resources have to be utilized entailing a cost of $800 per kw installed. 

Though both countries have installed the same generating capacity, the sta- 
tistics of capital formation will show the energy-poor country with a high capital 
formation ratio—other things being equal—whereas the country with the favour- 
able water-power conditions will appear with a low capital formation ratio. This 
is because we either cannot or will not measure the capital value of the favourable 
water-power conditions or employ a capital formation measurement system which 
is based on the physical assets created (in this case kw) instead of the money 
expended. 


Ad (c) The Time Factor 


Mr. Dosser’s argument runs contrary to present practice. In the case of whisky, 
for example, its manufacture is reflected in national income statistics in the year 
in which it is produced as capital formation (via addition to stocks) and when it 
is consumed it is treated as capital consumption (reduction of stocks). Similarly, 
in the case of hydro-power stations, dams, ports and other large civil construction 
works, often taking as much as ten years to build, national income statistics reflect 
the capital formation annually, to the extent that the work is completed. 
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Ad (d) Price Changes and Obsolescence 


I fail to see any difference in these respects between proved reserves and other 
capital goods such as houses or machines. I live in a house which was built twenty 
years ago and has today a market value two and a half times greater than that 
at the time of construction. As soon as a system for applying price changes can be 
evolved for other capital goods in national income statistics it can also be applied 
to proved reserves. The same holds true for obsolescence. There is, however, one 
difference, namely, whereas obsolescence is frequent in man-made goods it is rare 
in natural resources. I doubt whether Mr. Dosser could find many examples of 
such obsolescence of natural resources. 


Ad (e) Depletion—Depreciation 


I do not understand Mr. Dosser’s criticism because, as a matter of fact, depre- 
ciation is counted as a cost factor in national income statistics; it is the main factor 
in capital consumption allowances which, added to net national product, gives 
the gross national product. 


Ad (f) The Purpose of the Discussion 


Mr. Dosser has attempted to evade the issue I raised by avoiding a discussion of 
the basic concepts and concentrating his criticism on statistical problems, which 
might arise. What we need badly is a revision of our concepts and then a close 
economic study of natural resources in order to develop the proper statistics. 
Natural resources cover a wide field. No uniform method will fit all categories. 
Here is an important field neglected by economists, and yet this is the field which 
largely determines the economic development of underdeveloped countries. A 
country without any natural resources is a poor country and not an under- 
developed country; such a country is not likely ever to become independent 
economically, and will have to subsist, as a poor relative, on international charity. 
Present national income statistics and the capital-labour approach of economic 
theory, by excluding natural resources, are unsatisfactory tools for studies con- 
cerned with the development of underdeveloped countries. This is the main issue 
underlying my criticism. 


New York JosEPH BARNEA* 


* The author is a member of the United Nations Secretariat, but the views expressed in this article 
are his personal opinions. 
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APPENDIX 


An Analysis of Crude Petroleum and Natural Gas Production 
in U.S. National Income Statistics} 


At the outset it should by noted that in the United States statistics it is considered 
that depletion must be included in profits and national income: “‘...depletion 
is added to profits since it is not regarded as an element of capital consumption 
in the national income and product accounts...” (p.g2). 

Another item of importance is ‘‘ Petroleum and Natural Gas Well Drilling”. 
This is treated, as was mentioned in my article, as new capital formation. In the 
United States statistics this item is further treated as an item in current cost of 
production of petroleum and natural gas (p. 151)?. 

In the following table, data on crude petroleum and natural gas production 
have been assembled from the relevant United States publications. 

The table shows that the national income arising from the production of crude 
petroleum and natural gas amounted to $2,404 millions in 1953. This national 
income figure is composed of $1,448 million compensation of employees and 
$797 millions corporate income, leaving a balance of $ 159 millions which probably 
includes non-corporate profits. Corporate profits after taxation amount to $549 
millions. Judging by the small figure for corporate income, it may be concluded 
that, despite the clear concepts expressed, depletion is not included in corporation 
income. The footnote to the table on corporate income states, however (p. 184): 
** Depletion charges are not deducted in arriving at corporate income for national 
income purposes. This has an important bearing on the data for the mining 
industries’’’. 

As was mentioned, “‘petroleum and natural gas drilling’’ is regarded as part 
of current cost of petroleum and natural gas production. This procedure is bound 
to lower “‘national income”’ arising from crude petroleum and natural gas pro- 
duction. As most of the drilling is in respect of oil fields to be discovered or to be 
developed, such expenditure has no direct relationship to the current production 
costs. 

One of the main objections to the treatment of drilling costs as a current 
expense arises, however, from the relationship of this item to profits including 
depletion. As the cost of drilling is paid mainly out of profits (including depletion), 
profits and drilling costs should not be added together as they probably are‘. 


1. Item No. g in “National Income by Industrial Origin’’. All quotations are from National Income, 
1954 Edition, Supplement to the Survey of Current Business, u.s. Department of Commerce. Figures are from 
the latter and from the July 1955 and July 1956 issues of the Survey of Current Business. 

2. The only part of the cost of drilling which is not counted as current expense is “‘casings’’; it is believed 
to be of minor importance. 

3. But in 1953 the corporate income after taxation of mining of all kinds amounted to $ 849 millions and 
depletion allowances to § 2,302 millions. This further proves that, de facto, national income does not include 
depletion. 

4. Where drilling costs are treated as a current cost of production, a decline in drilling must lead—other 
factors being unchanged—to higher profits and an increase in drilling to lower profits and lower national 
income in the petroleum and natural gas sector—clearly paradoxical results. 
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Statistics on Crude Petroleum and Natural Gas Production in U.S. National Income 
in million dollars 


Crude Petroleum and Natural Gas 1950 1951 1952 1953 1954 1955 





National Income by Industrial 

Origin® ... . . 1,816 2,250 2,278 2,404 2,382 2,529 
Compensation of Rnigleveet* . . 1,023 1,461 1,367 1,448 1,514 1,640 
Corporate Incomebefore Taxation? 642 691 755 797 
National Income less Compensa- 

tion of Employees and less Cor- 

porate Income* . . . 151 98 156 159 
Corporate Income after Tenosew? 472 466 495 549 
Depletion (Internal Revenue Ser- 

wieey? . . 1,709 2,079 2,126 2,302 
Petroleum wat —_— Gas Drill- 

ing’ . cee oe « + + RGB 15OS 1,016 17060 
Cunpersee Sales* ee ae 3,314 3,838 4,178 4,175 
Production of Crude Pewstoun i in 

Million Barrels® . . . . 2,156 2,453 2,514 2,596 2,568 2,794 
New Crude Petroleum howd: in 

Million Barrels® . . . . 35329 5,138 3,306 4,040 2,980 3,385 
New Proved Reserves less en 

tion in Million Barrels® . . . . 1,173 2,685 792 1,444 412 591 

t. Pit97e 

a. P. 279. 

3. P. 185. 

4. Computed. 

5. P. 189. 

6. P.215; figures refer to mining of all kinds. The share of petroleum and natural gas is probably 
around 80% of the total. 

7. P.209. 

8. P. 205. 


9. Including natural gas liquids. Source: Petroleum Facts and Figures 1956, published by the American 
Petroleum Institute. 





The sales value of crude petroleum and natural gas for 1953, for example, 
presumably should be obtained by adding to the national income ($2,404 millions) 
an unspecified amount for depreciation of machinery, purchase of materials, etc. 
and petroleum and natural gas drilling costs. That is, we should add $2,404 
millions plus $1,842 millions® plus $1,659 millions, obtaining the sum of $5,905 
millions. Although it does not yet include the above-mentioned allowance for 
unspecified expenditures, this sum already exceeds by a substantial amount the 
total value of corporate sales given for 1953, namely, $4,175 millions. Even if we 
concede that the ‘‘corporate sales”’ statistics, though based on income statistics, 
understate the true sales, the difference is too great and the statistical evidence 


5. 80% of total depletion allowances. 
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confirms the logic of the view that depletion and drilling costs should not be 
added together®. 

In the table I have given the figures for the production, consumption, and 
annually proved new reserves of liquid hydrocarbons (crude petroleum and liquid 
natural gas products but excluding natural gas itself). The figures show the liquid 
hydrocarbons produced (and consumed) each year, the quantities annually proved 
and the net increase in proved reserves. The latter represents in physical terms 
the true net capital formation in liquid hydrocarbons, plus the new machinery, 
etc. installed, which is not under discussion here. The figures also show the decline 
in net growth of proved reserves and foreshadow the time when production will 
exceed the quantity newly proved—the time when the decline in the reserve or 
the exhaustion of the capital will become apparent. 

The figures also show (a) that there is no relation between the magnitude of 
drilling expenditure and the magnitude of newly proved reserves; (b) that there 
is no relation between the magnitude and trend of drilling costs (the only item 
of capital formation in “‘current”’ national income statistics) and net newly proved 
reserves (the true net capital formation in physical terms) ; and (c) that, as a result 
of all the foregoing, national income from crude petroleum and natural gas pro- 
duction is considerably understated and the value of newly proved reserves is 
neglected, including all the money flows resulting therefrom. 

These contradictions in United States national statistics concerning crude 
petroleum and natural gas production have been demonstrated in order to indicate 
the difficulty in attempting to handle natural resources with concepts recognising 
only two factors, namely, capital and labour, and with statistics designed to 
measure only man-made goods and commodities. 

6. This would be tantamount to a method whereby the current expenditure of an industrial enterprise 
is enlarged by the addition of the capital cost of a new factory. If this is not offset by a corresponding 
deduction in profits during the same year, then the total expenditure in respect of current output may exceed 
the value of output, and yet the balance sheet will show a profit. This is clearly an impossible method. There 
is a theoretical possibility that de facte in the u.s. Statistics drilling costs are offset against depletion. There 
is no indication that this is done, but, assuming it were, the net effect would be a considerable and artificial 
lowering of the national income; moreover, the practice would mean the substitution of an end of the year 


financial offsetting transaction for a measurement of the total flow of goods and services throughout the 
year—which is contrary to the principles of national income statistics. 
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SERGE CHLEPNER. Cent ans d’ histoire sociale en Belgique. Institut Solvay. 
Bruxelles 1956. 


Livre d’histoire: donc l’auteur s’y est effacé volontairement devant les faits et 
a fait taire ses croyances personnelles. 

Mais il contient bien plus que son titre ne promet: livre d’histoire économique 
autant que sociale. — Certes, c’est bien l’ouvrier belge qui est au centre de cette 
étude. M. Chlepner le montre d’abord en 1850, mal nourri, peu instruit, accablé 
par d’interminables journées de travail; puis progressivement libéré des con- 
traintes du «livret ouvrier», protégé par des groupes syndicaux, ou par une légis- 
lation d’Etat dont l’efficacité n’est plus discutable. Depuis 1918, enfin, pense 
auteur, des «structures nouvelles» entrainent une amélioration des relations 
entre employeurs et salariés. 

Cependant, un économiste comme M. Chlepner ne pouvait pas ne pas rap- 
peler que le progrés social réalisé avait été conditionné par des changements de la 
situation économique: développement de la productivité, concentration des 
entreprises, libre échange (qui a réduit le cout de la vie), plus tard «intervention- 
nisme mitigé» et systéme de «liberté subsidiée». 

Le progrés social exigeait aussi une évolution des idées économiques. Un 
chapitre leur est consacré en chacune des parties du livre, et la se trouvent peut- 
étre les meilleures pages du livre (voir notamment I’étude trés impartiale des mou- 
vements syndicaux socialiste, chrétien et libéral, les beaux portraits de Laveleye, 
de César de Paepe et Ed. Anseele et quelques trés bonnes analyses de discussions 
parlementaires ou syndicales). 

En dépit des considérables progrés réalisés, M. Chlepner croit qu’il reste beau- 
coup a faire: surtout l’éducation ouvriére et l’habitat ouvrier devraient étre amé- 
liorés; il faudrait faire régner un «welfare state» assurant louvrier contre les 
risques d’une vie de travail. Cependant, son livre se termine sur un cri d’espé- 
rance: les inévitables conflits d’intéréts entre les classes sociales pourraient, grace 
a l’Etat et aux intellectuels, ne pas se transformer en «heurts brutaux». 

Comment ce livre loyal n’obtiendrait-il pas approbation de tout homme de 
bonne volonté? 


Université de Paris EMILE J AMES 
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WALTER GALENSON. Labor Productivity in Soviet and American Industry. 
New York 1955. Columbia University Press. 264 p. $ 5.50. 


It isa rare pleasure for a reviewer to be able to welcome a book wholeheartedly, 
without any qualifications, and just such a welcome must be extended to Professor 
Galenson’s study. He tackles a subject of the greatest general interest, one that is 
beset by a multitude of methodological and other problems. There are grave 
difficulties inherent in all international and intertemporal comparisons of pro- 
ductivity, many of which arise from the nature of index numbers. Thus scholars 
attempting a comparison between Great Britain and the United States are un- 
likely to arrive at identical results, notwithstanding the abundance of statistical 
material. Galenson rightly stresses these difficulties, and also emphasises the 
limitations of all productivity comparisons. They isolate only one—though a very 
important one—of the many factors bearing on relative efficiency. As Galenson 
says: ‘‘ Maximising output is not the same as achieving the highest possible level 
of labour productivity; a country with a high ratio of labour to capital might well 
prefer to employ a relatively large admixture of labour in the productive process” 
(p.8). Therefore, if labour is relatively more abundant in Great Britain or the 
U.S.S.R. than in the United States, the degree of superiority of efficiency of the 
United States would not necessarily be measured by a straight comparison of 
production per head. These and other general problems of productivity compa- 
risons are discussed in a way which cannot help but stimulate the thought-pro- 
cesses of the reader. 

However, all these difficulties increase if the subject of the comparison is the 
Soviet Union, because of the inadequacy or absence of statistical material. The 
official Soviet index of labour productivity is derived from a comparison between 
the total number of industrial workers and the aggregate volume of industrial 
production; but the latter figures are highly questionable, particularly for the 
period before 1950, and cannot form the basis of serious calculations. Galenson 
rightly attempts to construct his indices from a series of comparisons based on the 
physical output of commodities. Lack of data makes it almost impossible to under- 
take systematic comparisons for postwar years, and there are serious gaps also in the 
prewar period. In the case of the important machinery industry, Galenson tries 
to supplement very partial data on particular machines with a dollar index of 
machinery output devised by Professor Gerschenkron, but the conclusions derived 
from the use of this index are open to question, and Galenson’s standard of 
scholarship is such that he himself is the first to question his results (p. 145). The 
author does everything possible with the materials to which a western scholar has 
access, making most impressive efforts to achieve the greatest degree of compara- 
bility. One is left with the conviction that nothing better can be achieved until 
more of the facts are published, and unfortunately the information released in the 
new Soviet statistical handbook will not help a great deal. 

The general conclusion reached is that Soviet labour productivity in industry 
in the period 1937-1939 had reached something like 40% of American levels, and 
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that, on the sparse evidence available, Russia’s relative position had not impro- 
ved—and may have worsended—by 1950. The author very frankly qualifies his 
conclusions: the commodity coverage is inadequate, much desirable information 
is not available. 

Galenson’s scholarly qualities are prominently absent from the work of the 
bulk of Soviet economists, and in particular their work on labour productivity 
comparisons has been most amateurish. As Galenson rightly says, “‘interest in pro- 
ductivity of labour... tends to increase as labour power becomes progressively 
scarce, during the course of industrialization”’, and so the subject is attracting 
much attention in the u.s.s.R. This book has received some publicity in Russia 
and may shortly be published in translation. Nothing better could happen for the 
health of that backward intellectual sector, Soviet economic thought, for Soviet 
economists will be able to learn from some of the most thorough and unbiased 
work yet published in the West on the Soviet economy. 


London A. Nove 


Bruno GuerrzeE. Ostdeutsche Wirtschaft. Industrielle Standorte und 
volkswirtschaftliche Kapazitaten des ungeteilten Deutschland. 
Deutsches Institut fiir Wirtschaftsforschung (Institut fiir Konjunk- 
turforschung). Berlin 1956. Duncker & Humblot. 239 S. pM 24.-. 


Westdeutscher Sprachgebrauch setzt jetzt die Bezeichnung «ostdeutsch» fiir 
die Gebiete dstlich der Oder-Neisse-Grenze und « mitteldeutsch » fiir die Deutsche 
Demokratische Republik (ppR) bzw. die sowjetische Besatzungszone bzw. Ost- 
deutschland. Dieses Buch behandelt also das Territorium éstlich der Oder, auf das 
1939 beinahe 14% der Bevélkerung, aber nur 9,5% des Sozialproduktes entfielen. 
Die Region wies also entschieden weniger Wohlstand auf als diejenige westlich 
der Oder, wie auch das ganze Reichsgebiet in den Grenzen von 1937. Im Jahr 
1939 iibertraf namlich das durchschnittliche Sozialprodukt im Reichsgebiet 
(berechnet zu westdeutschen Preisen von 1953) das im éstlichen Osten um 46% ; 
das der Saar lag um 48% dariiber; und selbst das heutige Ostdeutschland iiberbot 
das damalige Ostdeutschland um 50% ; das Sozialprodukt der heutigen Bundes- 
republik schliesslich war gar um 55% héher. (Alle Prozentsatze auf Grund der 
absoluten Zahlen, S. 2.) 

Das Buch gliedert sich in drei Teile. In Teil 1, dem ungefahr die Halfte der 
Seitenzahl beanspruchenden Textabschnitt, werden die iiblichen Kategorien der 
Volkswirtschaft untersucht (Bevélkerung, Landwirtschaft, Industrie, Verkehr, 
Volksvermégen) und ihre Gréssenordnungen im Rahmen der damaligen deutschen 
Volkswirtschaft abgehandelt. Teil 1 bringt sechzehn Karten, Teil m vierund- 
fiinfzig Tabellen. Die geographischen Graphiken sind ungewohnlich interessant, 
denn die «Standortkarten sind bearbeitet nach unveréffentlichten Unterlagen 
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des ehemaligen Reichsamts fiir wehrwirtschaftliche Planung». Dabei sind die 
regionalen Produktionswerte fiir praktisch alle Industrien dargestellt, und zwar 
vermutlich komplett fiir die Region éstlich und, soweit sie einen Produktionswert 
von einer halben Million Reichsmark je Standort iiberschreiten, auch fiir jene 
westlich der Oder. — Die Studie wird durch ein Literaturverzeichnis und ein 
Sachregister vervollstandigt. 


Basel (Schweiz) JoseFr Rosen 


BENVENUTO GrizioTTI. Studi di scienza delle finanze e diritto finanziario, 
Vol.1 and Vol. m. Milano 1956. Giuffré. 521 and 585 p. Lit. 3,000 per 


volume. 


No more welcome honour could have been found to mark the ending of 
Griziotti’s university teaching career than the publication of these two volumes 
of essays, which his friends and pupils wished to offer him as a token of their 
affection. 

This work by a man who is both a student and a teacher of financial doctrines 
is underlined by two prefaces by Luigi Einaudi and Ezio Vanoni, which syn- 
thesize better than any other criticism the scientific thought underlying it and 
his fruitful activity as a teacher of university students. 

‘An appreciable part of the volume’’, Einaudi writes, ‘“‘is, indeed, devoted 
to the discussion of problems of a fundamental nature. They are secular problems 
posed by famous legislators, and even more famous economists, of past centuries 
which Griziotti takes up again and discusses in his capacity as an economist; 
in discussing and arguing, he shows that he knows his business as an economist, 
and whoever belongs to the same congregation of men—lovers of common logic 
and tiresome to those who have not the necessary patience to pose the problems, 
analyse them and pick out the causes and the’ solutions—has always found 
pleasure and diversion in siding with or against him’”’. 

To the value of his work as a scholar must be added his talents as a teacher, 
which find an echo in the eulogy on him that is contained in Vanoni’s preface: 
**This fruitful scientific work of Prof. Griziotti’s cannot fail to bring back to his 
pupils, to the devoted family of whom I feel it an honour to belong, memories of 
his inestimable teaching as a preparation both for life and for study—and of 
two characteristics in particular: the way he trained them to reason for them- 
selves and to put pen to paper only when they were in a position to make an ori- 
ginal contribution of their own to scientific and social progress; and the way he 
admonished them always to be humbly mindful of the reality of the phenomena 
with which these social sciences of ours are concerned. But Griziotti’s realism is not 
confined merely to the problem of equating the theoretical schemes to the reality 
of facts. This equating has, for Griziotti, a practical aim, which casts an idealistic 
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light upon the rational work of the scholar: science should serve as an instrument 
of progress in human institutions”’. 

The two volumes, which are presented as a logical sequence of financial pro- 
blems, contain studies which have appeared, for the most part, in the Giornaie degli 
economisti and in the Rivista di diritto finanziario e scienza delle finanze. 

Volume I opens with the writer’s first scientific contribution: “‘ Concerning 
the effects of debt conversion’’, in which he refutes the erroneous opinions 
both of the optimists and of the pessimists on the subject of conversion. Part 2 
of the volume comprises a vigorous and, today, very topical contribution of 
Griziotti’s on the political distribution of the tax burden and the taxation 
of incomes and capital increments. In the article: ‘‘The value increments of 
industrial shares and the Italian tax system”’ the writer studies the function of 
the overprice, thereby initiating a method that is afterwards continued in the 
numerous studies on financial law, which were such favourites of his because of 
the great theoretical and practical interest in financial science which financial 
jurisprudence also stimulates. Closely connected with the preceding study are 
those on “‘The political distribution of the tax burden and the distributive 
principles of the present-day taxes on incomes and on acquisitions of sources of 
income and of capital increments”’ and on ‘‘ The taxes on the increments in the 
value of capital and on the income from interest, wages and profits”’. The latter 
study is the first instance of a financial treatise dealing with the theory concerning 
increments in the value of income from interest, wages and profits, with diffuse 
considerations on the economic and ethical conditions of taxation, its theoretical 
system, its distribution as between real and personal estate and, finally, the 
shifting, the interferences and the yield of the tax. 

Part 3 of the volume is devoted to the study of posial-service finance in Italy 
and abroad. Part 4 deals with problems of pure financial theory, in the two 
essays: ‘‘ Considerations on the methods, limits and problems of the pure science 
of finance” (1912) and ‘‘ Public expenditures in the science of finance’’ (1953). 
In the latter study the writer describes the method of discussing public expenditures 
from the financial point of view, determining the general relationship between 
public expenditure and revenue when financial activity develops under condi- 
tions of equivalence; observing a number of methods critically, he considers 
Leontief’s to be the least in conformity with the specific study of the overall effects 
of taxes and of expenditures. 

Volume u opens with ‘‘The first and the last lectures”, containing: the 
prolusions pronounced at Catania in 1914 and at Pavia in 1920 with the pro- 
gramme of linking the study of the science of finance with that of financial law; 
the lecture delivered at Catania in 1951 on ‘“‘The scientific development of 
financial law from the time of my Catania prolusion’’, which shows Griziotti’s 
scientific faithfulness to his initial intentions; and, finally, the farewell lecture of 
his teaching career, given in 1954, on “‘ Financial power and financial law in the 
autonomous study of public finance”’. 

In Part 2, ‘‘ Contributions and Discussions’’, we find numerous essays devoted 
to the method of research and of criticism in financial studies, to the problem of 
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the unity of the chair of financial law and that of the science of finance, and to 
the functional study of financial matters. 

Part 3 is devoted to a number of most interesting monographs concerning 
**The unequal fiscal pressures resulting from borrowing and from taxation”, 
with a long criticism of Ricardo’s theory and of the subsequent developments that 
have taken place since De Viti de Marco; it also contains the “‘ Theory of the 
amortization of taxes and their applications’’, with a revision of the theory itself and 
the study of the problem of redemption, which is taken up again and developed 
in the ‘‘ Notes on the redemption of amortized taxes”’. This Part is concluded by 
the ‘‘ New trends in tax systems’’, written in honour of Schanz, in which Gri- 
ziotti, after tracing a picture of the fundamental principles of the more modern 
tax systems flourishing in Europe and North America, depicts the foundations on 
which they ought to be based in order to adapt themselves to the new trends of 
economic, political and social life, with the minimum disturbance of the general 
equilibrium. In ‘“‘The taxation of consumption and the fiscal monopolies” 
attention is drawn to the value of a number of fiscal monopolies in contrast to 
other sources in the field of taxation and to the economic advantages they offer. 

In Part 4 we find, inter alia, an accurate review of the treatises of Einaudi and 
Tangorra, and of the financial writings of Pantaleoni, and a set of personal 
reminiscences ‘‘To the school of Vilfredo Pareto and of Maffeo Pantaleoni”’. 

Two extremely interesting volumes, therefore, which assemble a notable part 
of Griziotti’s considerable scientific contribution and make it possible to estimate 
the essentials of his method and of his teaching, which have made him one of the 
clearest teachers of financial doctrines, assuring him a position of pre-eminence 
in Italy and abroad on the difficult road of the investigation of positive financial 
law on a scientific basis. 


Universita di Genova (Italia) CostTanzA CosTANTINO 


(Translated from Italian by Miss Joan U. Killip, West Bridgford, Nottingham, United Kingdom) 


WALTER ADOLF JOHR. Schweizerische Kreditanstalt 1856-1956. Hg. von 
der Schweizerischen Kreditanstalt. Ziirich 1956. 537 S. 


Sollicité d’étre ’historiographe de l’un des plus grands établissements de crédit 
en Suisse, le Crédit Suisse, a l’occasion du centiéme anniversaire de la fondation 
de cette institution, le professeur Jéhr a accepté cette tache écrasante, md non 
seulement par un sentiment de piété filiale, mais aussi par le désir d’étudier en 
quelque sorte sur le terrain un phénoméne de croissance économique a la lumiére 
de la théorie. Sous cet éclairage, l’histoire de cette banque prend un relief extra- 
ordinaire. Qui suit les descriptions détaillées de l’évolution des activités de l’insti- 
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tution, de ses succés et de ses difficultés, échappe totalement a l’impression de 
monotonie et au complexe de claustration qu’engendrent souvent les ouvrages 
de ce genre chez ceux qui n’appartiennent pas au cercle étroit des personnes liées 
a l’entreprise considérée par des liens professionnels étroits. 

L’histoire de la banque, au cours de chaque phase de son existence, est replacée 
avec tant de bonheur dans le cadre de l’économie suisse et de l'économie mondiale 
que le lecteur a le sentiment exaltant d’étre invité, dans le dernier chapitre de 
chaque partie du livre, 4 regarder, 4 travers le microscope, le grossissement de 
l’agglomérat des phénoménes réels qui se trouvent confondus lorsque l’histoire 
économique n’embrasse que de grands ensembles. On est donc en présence d’une 
contribution capitale a |’effort contemporain des recherches économiques pour 
marier déduction et induction. On doit se féliciter qu’un théoricien aussi vigoureux 
que le professeur Jéhr ait été placé dans un poste d’observation aussi remarquable 
qu’un grand institut de crédit qui, pendant un siécle, s’est intéressé 4 toutes les 
catégories de financement et dont l’influence a débordé largement les limites de 
la Suisse. 

Depuis un siécle, les grandes banques, avec les bourses de valeurs mobiliéres, 
ont été les organes qui ont permis, en drainant les épargnes particuliéres vers 
l’industrie, de porter la capitalisation 4 un degré qui n’est plus 4 la mesure des 
patrimoines familiaux, tout en respectant le principe de la propriété privée qui 
reste probablement le plus sir rempart de la liberté individuelle. Habitués que 
nous sommes aujourd’hui 4 ces énormes concentrations de capitaux, on a peine 
a imaginer la somme d’ initiatives et la largeur de vues qui ont été nécessaires pour 
mettre en train des entreprises aussi considérables que |’établissement d’un réseau 
de voies ferrées, l’utilisation de l’énergie hydro-électrique, ou la construction en 
masse d’immeubles locatifs dans les villes. Ne rend-on pas d’ailleurs un hommage 
indirect a ces réalisations du capitalisme libéral lorsqu’on est tenté de nos jours, 
dés qu’une tache de grande envergure se présente, de penser qu’elle dépasse la 
capacité de l’initiative privée et qu’il convient d’en remettre la responsabilité 4 
Etat. L’un des moindres accomplissements de cette organisation capitaliste n’a 
pas été d’assurer la circulation des capitaux a travers les frontiéres nationales et 
de permettre ainsi a la division internationale des activités de s’épanouir beaucoup 
plus complétement que le seul libre-échange des produits ne l’edt autorisé. 

Mais l’auteur est trop perspicace pour que la constatation des aspects cosmo- 
polites du capitalisme libéral l’améne a nier l’action des cadres nationaux sur le 
développement économique. Par exemple il montre, dans le cas de la Suisse, 
comment les constitutions fédérales élaborées au siécle dernier ont créé un équilibre 
politique générateur d’une stabilité dont l’économie nationale a largement profité. 
II nous fait admirer l’habileté avec laquelle les constituants se sont efforcés d’éviter 
que le principe fédéraliste, dans le domaine économique, ne se réalise négativement 
par une fragmentation intérieure, mais s’affirme positivement par la liberté de 
chaque partie au contrat fédéral d’échanger avec le monde extérieur. Néanmoins 
l’esprit fédéraliste eut risqué de devenir l’esprit de clocher si certains entrepreneurs 
n’avaient pas saisi la nécessité de dépasser les particularismes locaux pour |’exé- 
cution de taches d’intérét commun. Le fondateur du Crédit Suisse, Alfred Escher, 
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joua notamment un réle décisif pour arracher la construction des chemins de fer 
a l’emprise des rivalités cantonales. 

Les créateurs du Crédit Suisse furent influencés profondément par les doctrines 
saint-simoniennes et l’exemple du Crédit Mobilier des Fréres Péreire, et mirent 
l’accent sur les participations directes de la banque dans |’industrie. Cette con- 
ception audacieuse du financement bancaire fut cependant tempérée aussitét par 
la régle statutaire que ie montant des obligations émises ne devrait dépasser en 
aucun Cas le capital-actions. L’expérience enseigna rapidement, particuliérement 
a l’occasion des difficultés éprouvées lors du percement du tunnel du St-Gothard, 
qu’une union trop étroite des intéréts de la banque et des destinées des entreprises 
industrielles était dangereuse pour celle-la, et qu’il était plus sage pour eile de 
favoriser l’écoulement régulier des émissions industrielles dans le public plutét 
que de conserver les titres en permanence dans son propre portefeuille. 

La rupture de l’unité approximative du marché mondial sous l’effet des deux 
guerres mondiales et de la grande dépression rendit les facultés d’adaptation et 
la répartition des risques aussi indispensable géographiquement qu’analytique- 
ment. Plus encore que les conflits de 1914 et de 1939, c’est la crise des années 30 
qui mit l’appareil bancaire suisse en général, et le Crédit Suisse singuliérement, 
a l’épreuve. Malgré les pertes sensibles qu’il subit alors, celui-ci ne fut toutefois 
jamais exposé 4 la méfiance de ses déposants. II le doit sans doute au respect 
scrupuleux qu’il a toujours accordé 4a certains principes de liquidité, qui n’ont 
jamais été entamés méme si par moments il semble avoir pris des engagements 
un peu aventureux, par exemple pendant I’essor vertigineux du crédit internatio- 
nal a court terme entre 1925 et 1930. De ce point de vue de la liquidité, on fera 
ressortir la fonction éminemment utile qu’a assumée dans l’histoire de la banque 
en Suisse |’émission d’obligations de caisse, qui est l’une de ses particularités les 
plus originales et qui l’a préservée peut-étre des malheurs qu’a connus la banque 
allemande, tout en faisant preuve d’un dynamisme comparable 4 celui de cette 
derniére. 

I] va de soi qu’un bref compte rendu ne peut donner qu’un mince échantillon- 
nage de la multitude des faits et réflexions que l’auteur nous livre dans cette vaste 
fresque historique. On ne saurait se dispenser de consulter l’ouvrage lui-méme 
dont la valeur théorique et l’érudition en font pour le lecteur un précieux instru- 
ment de travail en méme temps qu’un récit captivant. 


Université de Genéve (Suisse) Jacques A. L’HuILiier 
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W. D. Lamont. The Value Judgement. Edinburgh 1955. University 
Press. 350 p. 25S. 


Deux auteurs, l’un néerlandais, l’autre américain, ont récemment rendu 
compte et, chacun, comparé assez longuement deux ouvrages sur le probléme de 
la valeur, parus il y a quelques mois. L’un de ces travaux est celui du professeur 
Lamont de |’Université de Glasgow, intitulé The Value Judgement. L’autre vient 
du soussigné et porte comme titre Théorie générale de la valeur. 

Si nous faisons état de cette double comparaison, c’est d’abord pour avertir 
que nous sommes en la matiére tout a la fois juge et partie; c’est aussi néanmoins 
pour souligner que le probléme de la valeur qui est l’un des plus importants dans 
l’ordre des sciences humaines et en philosophie, est traité de fagons trés diverses et 
que cette diversité est souvent faite de la juxtaposition de vues complémentaires 
plutét que de l’opposition d’idées incompatibles. Le lecteur comprendra par 1a 
que, sans partager toutes les conceptions de M. Lamont, nous n’en éprouvons 
pas moins une réelle estime pour son livre. 

Nous ne nous attacherons pas ici a des critiques de détail, préférant attirer 
l’attention sur certains aspects principaux de la question, 4 propos desquels les 
vues de M. Lamont différent des nétres ou s’en rapprochent. L’important est 
de voir, dans le livre de cet auteur, une démonstration nouvelle et intéressante 
contribution en faveur d’une théorie générale de la valeur. Trop longtemps et en 
particulier chez les économistes, ce probléme a été traité comme s’il ne mettait 
en cause qu’une réalité propre 4 l’un ou a I’autre aspect de la vie de l’esprit. On 
asemblé admettre qu’il y avait une valeur économique, ou une valeur morale ou 
encore une valeur esthétique, chacune pouvant faire l’objet d’une théorie spéciale. 
Sila philosophie de la valeur mérite d’étre appelée, comme cela a été maintes fois 
souligné, 4 rénover la philosophie tout entiére, c’est 4 condition qu’elle soit pré- 
sentée et traitée comme |’étude, non d’un aspect de l’activité humaine, mais de 
l’étre humain considéré dans son intégralité, étre de raison sans doute, mais aussi 
étre de sentiment. M. Lamont met l’accent sur la nécessité d’une théorie générale 
de la valeur et bien qu’il y parvienne par une analyse de caractére beaucoup plus 
conceptuelle que la nétre, analyse ou la notion de volonté semble jouer un réle 
capital, il aboutit 4 reconnaitre un réle capital a l’inconscient dans le déclenche- 
ment des attitudes de volonté. Ce serait en fin de compte des tendances inconscientes 
qui détermineraient l">homme dans son action. Reste 4 notre sens que les vues de 
l’auteur sont trop attachées a la notion de jugement de valeur et ne font pas une 
place suffisante 4 ce que nous nommons le phénoméne de la valeur, entendant par 
la un fait psychique dont le jugement n’est que l’expression et qui met en cause 
aussi bien l’affectivité que les facultés représentatives. Telles sont les réflexions 
principales que nous suggére le subtil et profond ouvrage de M. Lamont. Nous 
pouvons ajouter que nous regrettons quelque peu la faible place qu’il a réservée 
a la valeur en esthétique. I] y ala un champ d’application d’une théorie générale 
de la valeur qui ne le céde point en importance a l’économique. 


Université Libre de Bruxelles ( Belgique ) M. GLANSDORFF 











96 BESPRECHUNGEN — COMPTES RENDUS — REVIEWS 


C. Wricut Mixus. The Power Elite. New York 1956. Oxford Uni- 
versity Press. 423 p. $ 6.00. 


A very provocative, well organized, lively written and informative book, which 
has been praised by Sorokin as ‘‘one oi the few important works published in 
American sociology for the last two decades’’, and condemned by the Time of 
New York as “‘sociology at its worst’’. In our judgement, the accomplishment of the 
book lies in between these extreme opinions. The study is admirable as an analysis 
of the various cliques comprising the upper stratum of the American class system. 
Yet the explanation of these cliques as “‘elites’’ misses the mark, and the character- 
ization of contemporary America as a “‘mass society”’ is not convincing. 

Two issues seem to be central to the book. One deals with the ‘‘power elite” 
and its relations to the prevailing institutions. The other pertains to the merger of 
the economic, political and military cliques into a fairly unified upper class. How 
effective has been the analysis of these problems of power structure vs. institutions, 
of cliques integrated into an upper class? 

The “‘power elite’’ is composed of men who are in a position to make decisions 
of major consequences. These men are in command of the three major hierarchies 
of society. Big corporations, armed forces, and the state are seen as the three major 
institutions of American society. The lesser institutions of religion, education, and 
family are increasingly shaped and dominated by the major institutions. Moreover, 
the power and prestige of these institutions vary over time. In previous decades, 
“economic power evolved in such a way as to upset repeated attempts to found 
national status on enduring family lines”’ (p. 91). The number of the new rich has 
declined since the large corporation has become the organized power center of the 
propertied classes. Reputation and influence of the military and top political 
leaders has increased. The result has been an integration of the three cliques into 
an upper class, and a persistent effort to buttress power with the mantle of authori- 
tative status. 

Evidence in support of these two propositions can be presented through an 
analysis of either the three major institutions, or of the origin, career and attitudes 
of the men commanding these institutions. Induced by his “‘elite’’ theory, the 
author chose primarily the second approach which he handles in a masterly fashion. 

The beginning chapters deal with the “local societies’, the “‘metropolitan 
societies’, and the ‘‘cafe societies’’. The former two, under pressure of the newly 
rich, have become national in scope, and the metropolitian socialites either 
coexist or rival with the celebreties of the entertainment world. While these three 
societies comprise the national system of prestige, the subsequent chapters investi- 
gate origin and careers of the “‘very rich’’, the “‘chief executives’? and of the 
“‘corporate rich’. Two chapters study the “‘warlords’’ and the ‘‘ascendancy of the 
military’’ in the power structure. Two other chapters deal with the ‘‘political 
directorate’, its influence upon the professional politicains and the political order. 

The core of most of these chapters resides in material unearthed by the author. 
For example, the “‘very rich’? comprise 275 Americans of whom each possessed a 
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minimum of $ 30 million at one time during the last three generations. Most of 
these were native born, reared in upper class families, educated in the Ivy League 
colleges, overwhelmingly protestant in faith, and increasingly inheritors of 
fortunes. One-fourth of them only were rentiers, the others remained active in 
business. Interesting is the typical pattern of their property accumulation. At the 
beginning of the fortune is ‘‘the big jump”’; this is followed by the “‘accumulation 
of subsequent advantages’’. No one of the millionaires ‘“‘has ever entered the 
ranks of the great American fortunes merely by a slow bureaucratic crawl up the 
corporate hierarchies” (p. 112). The wealth is not personal but corporate. ‘‘All 
the men and the families of great wealth are now identified with large corporations 
in which their property is seated”’ (p. 116). 

In the corporate field, prestige is primarily a product of power which in turn 
is build upon concentrated property. Yet the same sequence is not detailed for the 
military and the political directorate. Prestige and power of the military is 
presented brilliantly. Yet the base of the military power remains obscure. The 
international conflict between different economic and social systems is not 
touched upon at all. Stressed is the interaction of corporate and military decisions, 
the interchangeability of positions between the two spheres. During World War u, 
interaction led to “‘the merger of the corporate economy and the military bureau- 
cracy”’ (p. 212). This trend has been continued in peace, leading to ‘‘the great 
structural shift of modern American capitalism toward a permanent war economy”’ 
(p. 215). But why should a military sector—which alone seems to be permanent— 
be identical with a war economy? In overstating the economic impact of the 
military ascendancy, the author failed to give us a convincing explanation of the 
base of military power as well as of the type of interaction between the corporate 
and military rulers. 

The political directorate comprises about fifty-odd men who make decisions in 
the name of the United States. In 1953, not more than three of these were pro- 
fessional party politicians. The rise of political outsiders in party and government 
is stated fully, yet the base of their power is not clear. In their origin, the powerful 
outsiders are usually members of the corporate rich. Rather than showing us how 
and why a corporate group can take over leadership of a political party and 
control the government, we are given a theory of a political vacuum that results 
from the absence of a genuine bureaucracy and the organizational weakness of the 
national parties. Yet are these political deficiencies cause or effect of the pene- 
tration of corporate outsiders into political parties? How can one accept the 
vacuum theory if one is convinced that corporate power penetrates into all cliques 
of one upper class? 

Rather than completing his theory of the upper class by shifting his analysis 
from the ‘‘men’’ to the three “‘institutions’’, the author grafted an elite-mass 
society theory upon his empirical findings. To be sure, each one of these two terms 
is given a new meaning. The elite is not build upon personal achievement but upon 
“money and power’’ (p. 83), upon command positions of major institutions 
(p. 11). The concept of the “‘mass”’ is limited to the sphere of the public, a meek 
and feable political entity, moulded and manipulated by the inescapable corpo- 
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rate power over the media of mass communication. Strangely enough, this elite- 
mass theory prevents the author to reach his major goal: He does not succeed in 
giving us a theory of the American power structure. Every man and organization 
has to belong either to the “‘elite’’ or to the ‘“‘mass’’. Labor and farm blocs must be 
dismembered so as to fit into the theoretical scheme. Labor leaders must be 
regarded as aspiring but rejected members of the elite; organized members must 
be misconceived as the disenchanted and hapless particles of the mass. In trying 
to see the power bloc of the upper class as ruling supreme; in denying the existence 
of the other two power blocs, the author has misinterpreted the American scene, 
and has deprived himself and us of a tenable theory of the American power 
structure. His book merely provides a stepping stone towards the achievement of 
that goal. 


Indiana University, Bloomington (U.S. A.) ARTHUR SCHWEIZER 


Hevmut ReIcHarpt. Augustin A. Cournot — Sein Beitrag zur exakten Wirt- 
schaftswissenschaft. Tiibingen 1955. Mohr (Siebeck). 128 S. pM 12.80. 


Cournots Untersuchungen iiber die mathematischen Grundlagen der Theorie des Reich- 
tums teilen mit ahnlich bedeutenden Biichern das Schicksal, dass sie die Theorie 
zwar entscheidend bereichert haben, aber doch nur Wenigen wirklich genau 
bekannt sind. Im Falle der Untersuchungen wiirde daher allein deren Bedeutung 
fiir die Entwicklung der Preistheorie und besonders fiir die Verwendung funk- 
tioneller Methoden zur Darstellung variabler Zusammenhange eine neue kritische 
Auseinandersetzung durchaus rechtfertigen. Eine neuerliche Wiirdigung kénnte 
aber auch die vielen Missverstandnisse bereinigen, die durch zu oberflachliche 
Verwertung oder Weiterbildung Cournotscher Ideen entstanden sind und manche 
Erklarungsversuche der 6konomischen Theorie bis heute belasten. 

Es liegt wohl an der vielschichtigen Problematik der Untersuchungen, dass 
Reichardt seine Aufgabe anders als in der eben angedeuteten Weise auffasst und 
lést. Er will vor allem beweisen, dass Cournot mehr an der Verwendung mathe- 
matischer Methoden zur Darstellung 6konomischer Zusammenhange interessiert 
war als an der sachlichen Klarung der behandelten Frage: «So verstanden ware 
es Aufgabe einer reinen Okonomik, die Dinge der Wirklichkeit nicht nur in 
einem theoretischen (im Gegensatz zu einem praktischen) Sinn zu erklaren, son- 
dern dariiber hinaus zu allgemeinen Ergebnissen zu gelangen, ... in dem hier 
genannten Sinn ist die reine Wissenschaft Selbstzweck und ihre praktischen Er- 
folge oder Misserfolge sind kein Kriterium fiir ihre Berechtigung» (Einleitung). 
Reichardt meint weiter, «dass diese Konzeption einer theoretischen Okonomik 
einem Philosophen oder Naturwissenschafter wesentlich naher liegen muss als 
einem Okonomen vom Fach» und will die Leistung des «Aussenseiters » Cournot 
(S. 93 und 112) vorwiegend von diesem Standpunkt aus beurteilen. Er scheint 
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also selbst zu empfinden, dass er mit seiner Betrachtung etwas ausserhalb des 
Rahmens der eigentlichen Nationalékonomie gerat. 

Unabhiangig vom Urteil iiber die Berechtigung seiner Auffassungen und iiber 
die Schliissigkeit seiner Beweisfiihrung ist zu bedauern, dass Reichardt dadurch 
der Leistung Cournots nicht ganz gerecht wird. Wahrscheinlich hat Cournot 
zunachst wirklich nur zeigen wollen, wie ein guter Mathematiker den Okonomen 
rein formell beim Klaren und Lésen ihrer Probleme helfen kann. Es ist aber 
unschwer zu erkennen, dass er seine urspriinglichen Ansichten und Absichten 
im Zug seiner Arbeit weitgehend geandert hat und dass man ihm deshalb mit 
der Zuerkennung einer «Vaterschaft» an jeder Art mathematisierter National- 
ékonomie nicht unbedingt eine Ehre erweist. Cournot hat zweifellos den Anstoss 
zur Verwendung funktioneller Betrachtungsweisen und entsprechender mathe- 
matischer Methoden gegeben; dass er aber zugleich auch wichtige Grenzen dieser 
Verfahren feststellt und nicht nur seine eigenen diesbeziiglichen Bemiihungen 
sinngemass einschrankt, sondern sogar vor ibereilten Identifizierungen seiner 
abstrakten Ableitungen mit der 6konomischen Wirklichkeit warnt, wird haufig 
iibersehen. Zu wenig beachtet wird vielfach auch, dass er neben aller Meister- 
schaft im Abstrahieren, im Experimentieren mit den abstrakten Modellen und 
im Interpretieren der gewonnenen Ableitungen sehr viel zur grundlegenden Er- 
kenntnis wirtschaftlicher Phanomene beigetragen und der nationalékonomischen 
Theorie damit auch sachlich ein gutes Stiick weitergeholfen hat. Sein Beispiel 
bleibt schliesslich noch in der Beziehung zu werten, wie ein guter Mathematiker 
den Okonomen selbst dort beste Dienste leistet, wo er sich zwar vergeblich um 
eine mathematische Formulierung bemiht, gerade damit aber zum genaueren 
Erfassen wirtschaftlicher Zusammenhange und zur Erkenntnis der komplexen 
Relativitat vermeintlich einfach fixierbarer Gréssen zwingt. Statt Cournot die 
«Vaterschaft» an allen spateren Versuchen rein formalistischer Anwendung von 
Mathematik zuzumuten, wiirde man deshalb seine Leistung wahrscheinlich besser 
und vollstandiger zur Geltung bringen, wenn man auch seine Prioritat auf diesem 
letztgenannten Weg — der eben von den fortgeschrittenern Okonometrikern neu 
entdeckt wird — anerkennen wiirde. 

Wieweit Reichardt bei seiner Charakterisierung Cournots als «Aussenseiter » 
(was dann natiirlich erst recht fiir viele seiner Nachfahren auf Gebieten wie dem 
der Marktformenlehre gelten miisste) alle diese Tatsachen beriicksichtigt hat, ist 
seiner Darstellung nicht schliissig zu entnehmen. Er schrankt seine Meinung, dass 
Cournot weder iiber die 6konomische Wirklichkeit noch iiber die einschlagige 
Literatur geniigend informiert gewesen ware ( S. 8, 33 und 111f.), nur soweit ein 
(S. 112), «dass Cournot (natiirlich nicht) bar jeder Erfahrung oder Unterrich- 
tung beziiglich 6konomischer Probleme gewesen ware, er hat seinen Say und 
Smith gelesen und war... in Beriihrung mit der ’politischen Arithmetik‘ ge- 
kommen...». Zutreffend ist dieses Bild bestenfalls fiir die Ausgangssituation 
Cournots; «sein Beitrag zur exakten Wirtschaftswissenschaft» (Untertitel) wird 
damit kaum erschépfend erfasst. 

Von dieser abweichenden Auffassung iiber die wissenschaftliche Bedeutung 
der Cournotschen Untersuchungen gesondert zu betrachten ist, wie Reichardt seine 
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Arbeit durchfiihrt. Er bietet darin bemerkenswerte Aufschliisse iiber die Ent- 
wicklung der mathematischen und der nationalékonomischen Theorie vor, zur 
Zeit und nach Cournot, bringt viele Hinweise auf friihere und spatere ahnliche 
Versuche und erwahnt auch die Urteile vieler Biographen, Kritiker, Antikritiker 
und Epigonen. Vorteilhaft fiir eine rasche Orientierung ist sein Versuch, die 
mathematischen Formulierungen Cournots in geraffter Darstellung vorzufiihren. 
Obwohl dabei notgedrungen manches verloren geht, was nicht nur das Verstand- 
nis des Originals erleichtert, sondern auch zum besonderen Reiz der Cournot- 
schen Ausfiihrungen beitragt, schafft sich Reichardt damit die Basis fiir eine 
zusammenhangende, vorwiegend methodologische, eigene Kritik. In diesem Teil 
der Arbeit werden manche Stellen der Untersuchungen hervorgehoben oder auch 
erlautert, die man sonst vielleicht nicht geniigend beachten wiirde; auch spateren 
Weiterfiihrungen der Cournotschen Ideen gilt diese Kritik. Besonders einige in 
diesem Abschnitt enthaltene Gedanken lassen das Buch als lesenswert empfehlen. 


Wien (Osterreich ) Joser SZNAHOVICH 


Dennis H. RoBertson. Economic Commentaries. London 1956. Staples. 
174 p. 16s. 


Sir Dennis Robertson’s latest welcome collection of essays sets before the reader 
a choice of two menus. The lighter one contains six items, with a special dessert 
of economic verse thrown in!. This menu, as it is meant to, will appeal to “‘anyone 
who takes a general interest in economic affairs’’—but there will be few of these 
who, having sampled this, will not feel tempted at least to have a bite at the 
heavier fare (and vice versa). While all the six essays in this part have been pre- 
viously published, they come from diverse places—from South Africa to Den- 
mark—and would be difficult to assemble. Yet it is delightful and instructive to 
be able to read them in relation to each other. The different subjects are held 
together by the author’s philosophy of liberal humanism and the economic con- 
victions derived from it. One sees a growing concern about the eroding results of 
the ‘‘slow upcreep”’ of inflation play an influential part in judging the great 
economic problems of the times which he considers, and make him wary of many 
a “‘ primrose path to inflation”’ (the term is used in discussing the floating exchange 
rate). A sense of time, proportion and human nature moves him to advocate 
courses which ‘‘economize love’’, reduce the conflict between self-interest and 
moral precepts(this indeed is his answer to ‘What does the economist economize?’), 
use the “‘carrot but not the super-carrot’’. And all the time one is made aware of 
the spectrum of opinion on the subjects dealt with, and of the author’s place in it, 
in relation to the broader history of economic thought. 

This lighter menu is abundantly spiced with those inimitably felicitous phrases 
that the tongue likes to savour long after the meal. Only a single sample is possible 


1. “The Trade Cycle in the Post-War World”’, “The Sterling Problem”, ‘Creeping Inflation”, “Wages”, 
“What Does the Economist Economize?”, “The Role of Persuasion in Economic Affairs’’. 
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here (this one about foreign exchange reserves) : “‘ It is not very far from the truth 
to say that owned reserves are no use unless you use them and borrowed reserves 
are no use if you do have to use them”’. 

The heavier menu—requiring familiarity with the “‘jargons and techniques of 
the professional economists ’’—contains four items. Three of these are reproductions 
of well-known, and well-loved, articles from the journals, all published in 1954. 
The first and longest essay, on ‘Some Recent (1950-1955) Writings on the Theory 
of Pricing”’ has not previously been published. It reproduces two lectures delivered 
in Denmark in 1955. The first lecture centres around the refinements and deve- 
lopments of the long-run supply curve in Marshall’s system, dealing mainly with 
the contribution made by Frisch at the beginning of the quinquennium considered, 
but also “‘ emigrating backwards outside our period”’ to bring in the earlier work 
of such *‘co-drawers of water from the Marshallian well’’ as Viner, Harrod and 
Pigou. The author’s own views lead to emphasis on a “‘ third element’’, in addition 
to the sloping demand curve and to external economies, as explaining the com- 
patibility of falling long-run supply curves with competition: this is ‘‘the time, 
friction, change and decay which is inherent in the concept of the representative 
firm’”’ which he likens to the everchanging collection of water drops which make 
up a wave travelling over the ocean. 

The second lecture starts with a statement of differences—taking advantage 
of the two ‘“‘revisits’—between Mrs. Robinson’s ‘‘imperfect’? and Professor 
Chamberlin’s ‘‘ monopolistic’? competitions. Discussing the problem of “‘social 
waste”? through excess capacity, as left by the ‘‘revolutionaries”’ of the sloping 
demand curve and such eminent “‘quasi-counter-revolutionaries’’ as Hicks and 
Harrod, Sir Dennis expresses himself as somewhat sceptical of market imper- 
fection as a source of social waste. But he draws attention to the phenomenon 
of the multi-product firm as deserving more analysis in relation to market imper- 
fections—the possible waste of “‘imperfect specialisation’”’. The lecture concludes 
with the question of profit-maximization, and this brings in the ‘‘counter-revo- 
lution’”’ of average full cost pricing. Here again, Sir Dennis sees the concepts of 
time required for adjustments and the problems of the multi-product firm as pro- 
viding fruitful applications and reconciliations. The final conclusion must be 
quoted in full: ‘* It does not look as if there was so great a gap between the revolu- 
tionaries and the counter-revolutionaries after all. And perhaps if the former could 
get over their excessive excitement about falling demand curves and their eager- 
ness to short-circuit the work of that leisurely old gentleman Time, while the latter 
were to become a little more cynically alive to the propensity of business men 
(without always telling their accountants) to make a bit of hay while the sun shines, 
there would not be so great a gap between either of the modern sects and the 
Marshallian set-up...” 


New York H. W. SINGER 


2. “Utility and all What?” from the Economic Journal, “More Notes on the Rate of Interest” from the 
Review of Economic Studies; “Thoughts on Meeting Some Important Persons” from the Quarterly Journal of 
Economics. 
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LAWRENCE H. SEtTzeEr. Interest as a Source of Personal Income and Tax 
Revenue. National Bureau of Economic Research. New York 1955. 
82 p. $ 1.25. 


This reprint of a paper in the Journal of the American Statistical Association is 
published as one of the N.B.E.R.’s Occasional Papers. It is a useful compilation of 
available facts about personal interest receipts and it ends with a suggestive 
section on future trends in this category of income. 

Much more has been done in the United States than anywhere else to construct 
balance sheets for the different sectors of the economy and to study the money- 
flows into the various kinds of assets. One is made acutely conscious, when reading 
this type of paper, of how much remains to be done in other countries before we 
approach the American situation in this respect. Nevertheless, Dr. Seltzer’s 
figures are far from complete and he is obliged to leave many vital questions 
unanswered. The main requirement, in my opinion, is a study of historical trends 
in the demand for and supply of assets, and of the factors influencing the pattern 
of lending. In the past few years for example, there has been a quite remarkable 
increase in the United States in personal holdings of currency and bank deposits. 
This heavy demand creates special problems for the monetary system and, unless 
bank money is allowed to expand pari passu, is in danger of putting a deflationary 
brake on the economy. 

This development is implicit in what Dr. Seltzer says about the growth of 
financial intermediaries, with the resulting absorption by these institutions of an 
increasing proportion of the interest payments on capital owned, ultimately, by 
individuals. This trend seems likely to continue since most people appear to value 
liquidity and security more highly than the income on their savings. Financial 
intermediaries perform the valuable function of transforming illiquid and some- 
what risky assets into liquid and reasonably secure assets. 

The proportion of personal income received in the form of direct interest 
payments has fallen since 1913 from 4.4% to less than 3% in the years since 1941. 
Whether this proportion is likely to recover in the future depends partly on the 
rate of personal lending and partly on the average rate of interest received on all 
personal loans. This in turn depends on the composition of the aggregate personal 
portfolio. Dr. Seltzer gives reasons for expecting that total debt will continue to 
increase fairly rapidly in the future and that interest rates will rise above the very 
low levels of the 1940’s. At the same time, since financial intermediaries will 
continue to provide a major channel for personal lending, it is uncertain whether 
direct personal interest receipts will increase as fast as aggregate interest payments 
in the economy. Moreover, the proportion of personal interest receipts to total 
personal income will fall if other sources of income expand more rapidly, as they 
may well do, especially if the long-term trend of prices is upwards. 


Institute of Statistics, Oxford (United Kingdom) Harotp LyDALL 
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BRINLEY THomaS. Migration and Ecomic Growth. (Economic and Social 
Studies Vol. xm, National Institute of Economic and Social Research.) 
London 1954. Cambridge University Press. 387 p. 42s. 


This is an overdue review of an interesting and important book that has not 
quite received the attention it deserves. Not all the remarks that follow are of a 
complimentary nature, but this should not be taken as any lack of appreciation of 
Professor Thomas’ contribution, rather it is because there is much work to be 
done in this field and Professor Thomas has not treated all aspects with equal 
thoroughness. 

Professor Thomas’ book is many things. It deals in part with questions of 
international trade theory, business cycle theory, the statistical analysis of events, 
economic history, and economic policy. When so many aspects of a subject are 
covered in a short book, one cannot expect a high degree of rigor in all depart- 
ments. But for the price of rigor Professor Thomas has bought readability, interest, 
and a sense of relevance to important practical issues. 

The book is divided into three parts. Part 1 is an exceedingly rapid review of 
international trade theory from the classics to the present, plus some comments on 
Schumpeter’s, Keynes’ and Akerman’s cycle theories, especially where these 
theories touch on the consequences of international migration. In Chapter n, the 
most important theory chapter, Thomas examines the relation between neo- 
classical free trade theory and migration. It is a pity that in this connection he did 
not consider at all Professor Samuelson’s factor equalization thesis. 

Part 11 is purely descriptive. It is devoted to a discussion of statistical sources of 
migration, and to a presentation and discussion of the statistical data of the 
outflow of people from the United Kingdom and Ireland. 

Part 11 entitled Analysis is the heart of the book. Many matters are dealt with 
here, but most prominently Thomas analyses the relation between migration and 
the long cycle, and somewhat less directly the relations between migration, 
investment, growth and balance of payments problems. 

A number of statistical appendices, a bibliography, and an excellent index 
round out the book. 

Professor Thomas’ main contention is that we cannot understand the business 
cycle, and especially its international aspects, by examining such matters on a 
country by country basis. We must examine large regions, such as the ‘‘Atlantic 
Community’’, rather than consider individually the countries that make up the 
community. Among the apt and facinating phenomena presented and discussed 
in this connection are the inverse building cycles that exist between the United 
Kingdom and the United States, especially those for the period 1870-1910. 

But this book does more than pursue and develop a single thesis. Indeed, part 
of the richness of this volume lies in the large number of interesting hypotheses 
that are put forth. Some of these are nicely buttressed by empirical evidence and 
cogent argumentation. But not all. Some conclusions seem to come a little too 
easily. All of the logical and possible alternatives are not always considered. For 
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example, at the end of the book Thomas comes out against emigration from 
Britain mostly on the grounds that it undermines investment incentives, although 
other arguments on both sides of the question are also mentioned. My quibble is 
not with the arguments as such, but with the impression one gets that the relative 
importance of the various arguments have not been carefully weighed, nor 
thoroughly explored, prior to the assertion of definite policy conclusions. 

Among the interesting tentative propositions put forth or suggested by this 
volume are the following: that the “‘push”’ element is more important than the 
*‘pull”’ as a cause of migration, but that the migrants do not come from the poorest 
elements of a society but rather from those who have saved enough to afford the 
costs of movement; that the outstanding waves of immigration stimulated to some 
extent the secular upswings in the United States’ rate of economic growth; that 
the injection of cheap labor from South East Europe induced a ‘‘widening”’ of 
the u.s. capital structure, and established the basis of its modern economic power; 
that British overinvestment abroad in the past is one of the main causes of current 
balance of payments difficulties. This is just a small sample. 

On the whole this is a book that should be read with great interest by economic 
historians, and by those interested in international trade, business cycles, and 
migration problems. 


University of California, Harvey LEIBENSTEIN 
Berkeley, California (U.S. A.) 


ALFRED WEBER (in Verbindung mit Herbert von Borch, Nicolaus 
Sombart, Hanno Kesting, Grafin Leonore Lichnowsky, Heinz 
Markmann, Gétz Roth, Erwin Faul, Hans-Joachim Arndt, Heinz 
Hund). Einfiihrung in die Soziologie. Miinchen 1955. Piper. 526 S. 
Kart. pM 9.80, Lw. DM 12.80. 


Dieses Buch besteht aus Beitragen von Alfred Weber und neun seiner Schiiler. 
Es reprasentiert die Schauweise der Geschichtssoziologie Alfred Weberscher 
Pragung, indem es die Sonde der « Konstellationsanalyse» an wesentliche, als 
soziologisch betrachtete Probleme ansetzen will. «Soziologie» wird «in ihrer 
alten, sehr universellen Fragestellung» verstanden. Sie «hat es mit der Struktur 
und der Dynamik des menschlichen Daseins» schlechthin zu tun (S. 12). «Der 
Gegenstand der Soziologie... ist das Dasein, und seine Gruppierung um den 
Menschen, und nicht bloss die Gesellschaft» (S. 209). Sie umspannt daher (in 
Alfred Webers Terminologie) neben der gesellschaftlichen Sphare auch die 
zivilisatorische und die kulturelle Sphare, und zwar als Kausailehre, als Typologie 
und (fiir diese Schule besonders bedeutsam) als Konstellationsinterpretation. 

Das zentrale Anliegen dicses Bandes (wie ja iiberhaupt des soziologischen 
Werkes Alfred Webers) ist die gedankliche Verarbeitung der « Daseinskrise » des 
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heutigen Menschen — welche als Folge der «eigenevolutiven», weitgehend 
emanzipierten Tendenzen der Zivilisationssphare und der durch sie hervorge- 
rufenen «Typenwandlungen» des Menschen verstanden wird — und die Uber- 
windung der Gefahr der «Gesamtmechanisierung» des Daseins. Es wird betont, 
dass diese Fragestellung eine unvermeidlich wertbetonte Stellungnahme der So- 
ziologie bedeutet, dass dagegen die Analyse selbst von grésstméglicher Objekti- 
vitat erfiillt sein muss (S. 38). 

Auf drei einleitende, von Alfred Weber verfasste Kapitel folgen Ausfiihrungen 
iiber «einige entscheidende Theoretiker», von Saint-Simon bis Max Weber, 
unter denen zwar Lenin fungiert (und zwar in der Nachbarschaft von Mosca, 
Pareto, Sorel und Michels), jedoch Simmel bezeichnenderweise fehlt. Ein weiteres 
Kapitel ist (in teilweiser Uberschneidung mit schon vorher Gesagtem) den 
«Grundlagen der Geschichtssoziologie» gewidmet. Hierauf folgen Bemer- 
kungen zu «Teil- und Querschnitts-Soziologien», unter den Grundkategorien 
der Sozialstruktur, des Zivilisationsprozesses und der Kultursphare. Ein letztes 
Kapitel handelt, in zum Teil scharf kritischer Weise, iiber moderne «soziologische 
Schulen», hauptsachlich in den usa und Deutschland. 

Das hohe Ethos, welches alle Bemiihungen Alfred Webers charakterisiert, 
wird besonders in seinen Beitragen zu diesem Buch wiederum sehr deutlich. 
Trotzdem muss die Frage aufgeworfen werden, ob es sich hier tatsachlich um 
Soziologie handelt. Wenn «die Problematik der Soziologie einen viel weiteren 
Bereich als den des Gesellschaftlichen iiberdeckt» (S. 207), dann wird der Be- 
griff « Soziologie» so enorm ausgedehnt, dass er seinen eigentlichen Sinn (Wissen- 
schaft vom Gesellschaftlichen) verliert und dass eine klare Definition dieses Be- 
griffes gar nicht mehr méglich ist. Dariiber hilft auch der Hinweis nicht hinweg, 
dass jene Problematik «sich in Wahrheit faktisch immer auf die gesamte sozio- 
logisch angeschaute Daseinsstruktur bezieht» (S. 207). Die Frage: Was ist nun 
eigentlich «soziologisch»? bleibt offen. Dieser expansionistische Ehrgeiz ver- 
wischt jede methodologische Abgrenzung gegeniiber der geisteswissenschaftlichen 
Anthropologie, der Geschichtsphilosophie und insbesondere gegeniiber den an- 
deren Sozialwissenschaften. Dies kommt vornehmlich in den Versuchen der An- 
wendung dieser Schauweise auf die einzelnen Lebensgebiete zum Ausdruck. Dort 
wird es klar, dass jede soziologische Analyse dieser Art die Sammlung und Ver- 
arbeitung schier uniibersehbarer Datenmassen aus praktisch allen Gebieten 
menschlichen Wissens voraussetzt. So pladiert denn auch der Bearbeiter des Ab- 
schnittes « Sozialstruktur im allgemeinen», «dass es nicht die Aufgabe des Sozio- 
logen sein kann, eine masstabgetreue Nachbildung der gesellschaftlichen Wirk- 
lichkeit anzufertigen. Lediglich Teilgebiete und Teilaspekte der ungeheuren Tat- 
sachenmassen, die uns bedrangen, kénnen mit befriedigender Genauigkeit er- 
forscht werden» (S. 278). Ganz recht — was den Soziologen betrifft, dessen Auf- 
gabe infolgedessen eben nicht die Deutung der «Gesamtdaseinsstruktur» sein 
kann. Diese Folgerung wird jedoch nicht gezogen. 

Auch in anderen Hinsichten befriedigt die hier gebrauchte Terminologie 
nicht, so zum Beispiel in der Anwendung des Begriffes «Gesamtheit» auf Intim- 
gruppen (S. 49/50), in der Ausweitung des Klassenbegriffes auf «die Tatsache ge- 
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sellschaftlicher Gliederung und Schichtung iiberhaupt» (S. 289) und in dem Ver- 
such, «eine klare bipolare Strukturierung der Sozialsphare» zu gewinnen, indem 
man die volkswirtschaftlichen Kategorien der primaren und sekundaren Pro- 
duktionszweige kombiniert, derjenigen des tertiaren Produktionszweiges gegen- 
iiberstellt und diese so gewonnenen Gruppen mit «manueller» bzw. «techni- 
sierter geistiger Arbeit» gleichsetzt (S. 276). 

Die doktrinare Haltung, die das Buch durchzieht, bringt eine durchaus ein- 
seitige und zuweilen krass ungerechte Beurteilung anderer soziologischer Rich- 
tungen, insbesondere der sogenannten «formalen», mit sich. Dieser wird u.a. 
vorgeworfen, sie versuche, «den Menschen aus der Soziologie zu eliminieren» 
(S. 462), indem sie diese «ohne Riicksicht auf die historischen Bedingungen und 
Bedingtheiten» betrachten wolle (S. 460). Trotzdem wird Simmel bestatigt, dass 
«seine Darstellung... reich gesattigt mit historischer Anschauung» sei (S. 459). 

Ungeachtet des Respektes, welchen die Lebensarbeit Alfred Webers ein- 
fléssen muss und des reichen Gewinnes, welchen sie fiir unsere Wissenschaft be- 
deutet, kann dieses Buch als eine «Einfiihrung in die Soziologie» nur mit ge- 
wichtigen Vorbehalten aufgenommen werden. 


Universitat Bern (Schweiz) RIcHARD F, BEHRENDT 


L’ Europe face a ses besoins croissants en énergie. Rapport préparé par un 
groupe d’experts, publié par l’O.E.C.E. Paris 1956. 131 S. ffr. 400 
($ 1.25). 


Bei dem vorliegenden Bericht handelt es sich zweifellos um eine dusserst niitz- 
liche und in mancher Hinsicht vorbildliche Arbeit. Allerdings bietet sie tiefgriin- 
diger Kritik vor allem deswegen wenig Angriffsflachen, weil die Erklarungen, wie 
man zu den verschiedenen Schatzungen gekommen ist, ausserst knapp gehalten 
sind. Infolgedessen besteht die Méglichkeit zu Missverstandnissen, von der auch 
die folgenden Bemerkungen nicht verschont bleiben. 

Man empfindet es vor allem als bedauerlich, dass in dem Bericht nicht ein 
deutlicher Unterschied zwischen Energieverbrauch und Verbrauch an Energie- 
tragern gemacht wird. Macht man namlich diesen Unterschied, so wird sofort 
klar, dass der Verbrauch von Energietragern langsamer steigt als der Energie- 
verbrauch selbst, da ja technische Verbesserungen eine stets bessere Ausnutzung 
der Energietrager gestatten. Diese Verbesserung des Wirkungsgrades der energie- 
verbrauchenden Maschinen, Motoren, Ofen usw. ist bei dem vorliegenden Bericht 
natiirlich beriicksichtigt. Manche Energietrager lassen indessen in den aller- 
meisten Fallen einen grésseren Prozentsatz ihrer latenten Energie aus sich heraus- 
holen als andere, da sie meist in Energiewandlern (Ofen, Motoren usw.) ver- 
wendet werden, die einen héheren Wirkungsgrad haben. Infolgedessen ist es 
méglich, dass die Energieausbeute aus einer konstanten Gesamtmenge verschie- 
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dener Energietrager allein dadurch wachst, dass man die Zusammensetzung 
dieser Gesamtmenge Andert, so zum Beispiel Kohle durch Heizél oder Strom er- 
setzt. Es liegt auf der Hand, dass diese Tatsache einen spiirbaren Einfluss auf 
jegliche Vorausschatzung hat, vor allem dann, wenn man von einer Schatzung des 
Gesamtbedarfs an Energietragern ausgeht und den errechneten zukiinftigen Ge- 
samtbedarf erst nachtraglich auf die verschiedenen Energietrager aufteilt; denn 
die Art dieser Aufteilung auf Kohle, Ol, Strom usw. hat ja selbst auf Grund der 
verschiedenen durchschnittlichen Wirkungsgrade bei diesen Energietragern einen 
Einfluss auf den Gesamtbedarf an Energietragern. Ausserdem spielen natiirlich 
auch die Umwandlungsverluste bei der Herstellung sekundarer Energietrager 
eine Rolle, die von der Zusammensetzung des Gesamtverbrauches abhangen. Aus 
dem vorliegenden Bericht ist leider nicht zu ersehen, ob diese Tatsache bei den 
Vorausschatzungen gebiihrend beriicksichtigt worden ist. 

Von den gemachten Annahmen miisste man vor allem die folgenden auf ihre 
Berechtigung priifen: 

1. Die Annahme, dass die Industrialisierung, gemessen an einem « Industriali- 
sierungsgrad», der nicht weiter definiert ist, in Westeuropa nur sehr langsame 
Fortschritte machen wird (Anhang ma). In Anbetracht der Tatsache, dass der 
Bericht einen Zeitraum von zwanzig Jahren umfasst und zu seinem Bereich Lander 
gehéren, die zweifellos in raschem industriellem Wachstum begriffen sind 
(Italien, Holland, Osterreich, evtl. Griechenland, Portugal, Tiirkei usw.), 
scheint diese Annahme vielleicht doch ein wenig zu pessimistisch. Es sei noch 
darauf hingewiesen, dass auf Grund der Formel im Anhang 11a jeder Anstieg des 
Industrialisierungsgrades um 1% eine Preissteigerung fiir Energie von 12% zur 
Folge haben miisste, um die Voraussetzung zu erfiillen, dass beide Faktoren sich 
in ihrem Einfluss auf das Wachstum des Energiebedarfs in den nachsten zwanzig 
Jahren kompensieren. 

2. Die Annahme, dass Naturgas- und Erdélproduktion in Westeuropa in den 
nachsten zwanzig Jahren die gleichen Zuwachsraten haben werden (Punkt 23). 
Diese Annahme hat zwar auf die Vorausschatzung des Gesamtbedarfs wenig Ein- 
fluss, konnte jedoch in Einzelfallen zu Fehlschliissen fiihren, da man wahrschein- 
lich mit grésseren Wachstumsraten bei Naturgas rechnen muss. 

3. Die Annahme, dass im Jahre 1975 die Elektrizitatsproduktion aus Atom- 
kraft im kontinentalen Westeuropa insgesamt so gross sein wird wie in Gross- 
britannien. 

4. Das Fehlen einer konkreten Annahme iiber den méglichen technischen 
Fortschritt in den nachsten zwanzig Jahren. Die Annahme einer ziemlich be- 
scheidenen Verbesserung der Wirkungsgrade, die sich in den Formeln des An- 
hangs 1 niederschlagt, diirfte wohl kaum den potentiellen Erfindungen und tech- 
nischen Verbesserungen Rechnung tragen, mit denen man bei niichterner Be- 
trachtung der Situation doch rechnen kann. Zumindesten eine Diskussion der fiir 
Experten sichtbaren Entwicklungstrends ware sicher sehr niitzlich gewesen. 

Ob die errechneten Zahlen fiir 1960 und 1975 annahernd richtig sind, kann 
nur die Zukunft lehren. In Anbetracht einer erwarteten durchschnittlichen 
Wachstumsrate des Energiebedarfs von nur etwa 2,6% pro Jahr und mit Riick- 
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sicht auf die Tatsache, dass der industrielle Energieverbrauch in den Vereinigten 
Staaten pro Arbeiter 1953 noch mehr als dreimal so hoch war wie in Westeuropa, 
kann man mit einiger Wahrscheinlichkeit annehmen, dass die Vorausschatzung 
eher zu niedrig als zu hoch ist. 

Da auf dem Gebiet der Energiewirtschaft bisher nur verhaltnismAssig wenig 
gearbeitet worden ist, stellt der Bericht durchaus einen wertvollen Beitrag zu 
diesem so verwickelten Problem dar, dessen wirtschaftliche Bedeutung auch heute 
noch nicht iiberall erkannt ist. 


Genf (Schweiz ) Ben LEHBERT 


Oxford Regional Atlas: The U.S.S.R. and Eastern Europe. Prepared by the 
Economist Intelligence Unit and the Cartographic Department of the 
Clarendon Press. London 1956. Oxford University Press, 134 p. 42s. 


Der allgemeine Teil dieses Kartenwerkes — Oxford Economic Atlas of the World - 
ist hier seinerzeit angezeigt worden (Kyklos, vit, 1955, S. 190). Nun liegt als erster 
Band einer Reihe von acht regionalen Atlasbiichern derjenige iiber den Ostblock 
mit Moskau als Zentrum vor. Neben der ussr und der mongolischen Volksrepublik 
(also auch asiatisches Gebiet) sind beriicksichtigt: Albanien, Bulgarien, Ost- 
deutschland, Polen, Rumanien, die Tschechoslowakei und Ungarn, dazu auch 
das politisch und wirtschaftlich nicht zugehérige Jugoslawien. China soll in 
einem gesonderten Band mit Indien und Japan zusammen behandelt werden 
(mit Nordkorea und Nordvietnam). Der Atlas — eigentlich ist es eher ein kom- 
mentiertes statistisches Handbuch auf geographischer Basis — bringt in diversen 
Kapiteln (ausserlich sind es deren acht, wenn auch recht ungleicher Art) regio- 
nale und physische Karten; sodann kombinierte Abschnitte mit Information 
und Kommentar geographisch-6konomisch-statistischen Charakters iiber Land- 
wirtschaft, Textilien, Brenn- und Treibstoffe sowie iiber Industrie und Mineralien. 
Eine weitere Gruppe bildet «Human Geography» in Anfiihrungszeichen - 
eigentlich ist es der unvermeidliche Abschnitt « Diverses» —, worin Transport, 
Bevélkerung, aber auch Geschichte usw. enthalten sind. Den Abschluss bildet ein 
« Gazetteer» von 24 sehr eng bedruckten Seiten, der eine Art Namens- und Sach- 
register mit eingestreuten lexikonartigen Auskiinften ist. Technisch ist das Werk 
iiberaus gut geraten; die eigentlichen Karten verdienen spezielle Erwahnung, 
und ein besonders schénes Blatt ist die Reliefkarte des nérdlichen Eurasien von 
der Biskaya bis zur Beringstrasse. 

Der Inhalt ist so reich wie der eines Lexikons und statistischen Handbuchs, 
mit besonderem Gewicht auf wirtschaftlichen Tatsachen, wobei die vielen Daten 
bis zu zehn Lander betreffen; dabei handelt es sich iiberdies um Volkswirt- 
schaften mit weitgehender statistischer Verdunkelung. Allerdings war die Ge- 
heimhaltung der Zahlen auch bisher keineswegs absolut und vollstandig. Und seit 
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Erscheinen des Bandes sind zuerst in der ussr, dann in diversen Landern der 
Staatengruppe viele vorher geheimgehaltene Ziffern freigegeben worden: In der 
ussR ist nach langer Pause ein statistisches Handbuch und etwas spater in der 
ppR erstmals ein statistisches Jahrbuch publiziert worden (fiir Polen folgte der 
Jahrgang 1956 des iiblichen statistischen Jahrbuches), die fiir den Atlas nicht 
mehr herangezogen werden konnten. 

Diese neuen Verdffentlichungen brachten fiir die ussr auch krasse Revisionen 
von Gréssenordnungen, die ausserhalb der ussr als gesichert gegolten hatten. 
Der hervorstechendste Fall ist die Bevélkerungszahl: Sie ist im Westen stark 
iiberschatzt worden (215 und mehr gegen tatsachlich nur 200 Millionen Ein- 
wohner). Dieser Teil des Atlas, darunter die Schatzungen der Einwohnerzahlen 
der wichtigsten Grosstadte (Blatt g1 und g2) und natiirlich auch die jeweiligen 
Pro-Kopf-Zahlen, ist daher revisionsbediirftig. (Bei den Stadten — siehe Tabelle 
in Karte go — ist iibrigens Berlin in Osteuropa einbezogen, und zwar die ganze 
Stadt mit 3 481000 Einwohnern pro 1953.) 

Die Namen und die Grenzen basieren auf dem jetzigen Zustand; dadurch 
wird der informatorische Wert erhéht. Immerhin sind im Zuge der « Dehero- 
isierung» einige Namen obsolet und die angestammten Namen wieder aktuell 
geworden (Stalinogréd = Katowice). Die Namen werden in nationaler Bezeich- 
nung gegeben, ausser den Hauptorten, fiir die eine englische Bezeichnung vor- 
handen ist. Von den kleineren, in grosse Karten eingefiigten Spezialkarten seien 
zwei besonders illustrierende hervorgehoben: die vielbesprochenen neuen sowjeti- 
schen Weizengebiete (Seite 35) und auf Seite 59 das «Zweite Baku», das jetzt 
den Grossteil des sowjetischen Petroleums liefert; hier ist die graphische Dar- 
stellung mit Daten pro 1950 (das eigentliche Baku mit 45% und das Zweite Baku 
mit 28%) durch die seitherige Produktionsentwicklung véllig iiberholt. 

Der Atlas ist eine tiberaus niitzliche und lobenswerte Publikation; zu be- 
mangeln, und auch dies lediglich der Ordnung halber, sind eigentlich nur die 
leidigen nichtmetrischen Masse, wo sie ausschliesslich eingesetzt werden (Zoll fiir 
Regenfall, Fuss fiir Meereshéhe, Fahrenheit fiir Temperatur, Meilen fiir Ent- 
fernungen). 


Basel (Schweiz ) Joser Rosen 
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